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WOMEN KNOW BEST . . tars wry 
IT PAYS TO PUSH <A tin 
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Women make most of America's coffee ... 
and women know that Silex makes clear, 
perfect coffee every time! That's why 
American women by the thousand are de- 
manding Silex every day. This tremendous 
growing market is a ‘natural’ to boost your 
profits higher. Tie Genuine Silex Glass 
Coffee Maker into your promotions, displays 
and advertising. Your profits will hit a new 
high! 


THE SILEX CO., Dept. PF-11, Hartford, Conn. 
Creators of the Glass Coffee Maker Industry 


YOUR PROFITS CLIMB WITH 2*iL€EX 
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HELPING YOU BUILD GOOD-WILL... 


Vv 


ertified by A. G. A. 
Nesting Laboratory. 
pizes 44” up. Descrip- 
ive folders supplied 
ree for your trade. 

rite for new Catalog 
wd Prices on Barber 

Onversion and Ap- 
tance Burners, and 
Regulators, 


MALL and inconspicuous as it is, a reliable gas pressure 
regulator is important for customer satisfaction. Barber 
Regulators are carefully designed to meet the demands of gas 
consumers for safety, economy, and satisfactory performance 
on household or commercial gas-burning appliances. Gas com- 


panies today realize that customer satisfaction on these points 
is vital. 


Barber Regulators are precision devices, dependable in 
operation, long lasting, accurate, troublefree. Built with high- 
grade bronze bodies, brass working parts, phosphor bronze 
springs, non-deteriorating diaphragms (for Butane-Propane or 
bottled gases, regulators are supplied with specially treated 
diaphragms). Use Barber Pressure Regulators on appliances 
which you install or sponsor. 


E BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland, Ohio 


BARBER oacssune REGULATORS 


Barber Burners For Warm Air Furnaces, Steam and Hot Water Boilers and Gas Appliances 
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If this Housing ever 


Breaks or Distorts we 
will replace it Free. 


you've underestimated 


American fighting tools like 
this Fel Eel wrench 


... and the men who are using them, too! No fooling— 
not any more. That criticizing and beefing you heard was 
just Democracy warming up to the job. Someday, when 
you resign from your present position, we'll be glad to 
send you a nice folder telling you all about ths RIFAID 
Pipe Wrench with housing guaranteed not to let workmen 
down while putting together ships and factories . . . tanks 
and shootin’-irons and all the other things America is turn- 
ing out in quantities that don’t mean you any good. We 
make good tools over here—and we know how to use them. 
Ask Any Supply House!” All-alloy 


THE RIDGE TOOL CO., ELYRIA, OHIO Sires 8" to 


COP ic a 
Millions 
in use. 


a WORK-SAVING PIPE TOOLS SB 
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Pages with the Editors 


A Goop many people are worrying about the 
kind of a world we are going to live in 
when peace comes. Worry over this funda- 
mental question is not confined to those who 
are confident either of a democratic victory 
or an Axis victory. Pessimistic souls who 
foresee a long period of exhausting interna- 
tional stalemate are worrying just as hard as 
the rest of us. 


Fotxs who have made worrying almost a 
professional career, such as the socialistic 
reformers, are already on deck demanding that 
plans be made now for establishing some sort 
of a Platonic New Republic. Old-guard con- 
servatives are scanning the few conflicting 
omens available for clues as to the best way 
of salvaging the capitalistic system. 


But, passing beyond the broad problem of 
whether we are destined to emerge into a pe- 
riod of almost universal state socialism or 
relapse into an almost feudal system of dic- 
tatorship, leaders of different industries are 
naturally beginning to wonder how their par- 
ticular businesses are going to come out o 
the present emergency. Needless to say, public 
utility industries, already hard pressed by a 

. vigorous public ownership movement in the 


H. A. HANNING 


Will capitalism survive the war—win, draw, 
or lose? 


(SEE Pace 667) 
NOY. 20, 1941 


WILEY F. PATTON 


The utility bond faces a financial market of 
continued uncertainties. 


(See Pace 675) 


United States, have a special cause for sober 
deliberation. 


IN this issue, H. A. HANNING, financial ex- 
pert, opens up with a serious article along 
this line, entitled “Are We Headed for So- 
cialism in the Post-war Period?” Mr. Hay- 
NING is a graduate of Williams (’20), who was 
for a number of years a public utility edito- 
rial expert with Moody’s Investors Service. 
He has also had considerable experience as 
the director of a management investment trust 
and as financial adviser. Since 1939 he has 
operated his own investment consultant serv- 
ice. Mr. HANNiING has contributed a number 
of articles to trade and business publications. 


¥ 


HE House of Representatives Committee 

on Banking and Currency has finally re- 
ported favorably a price-control bill. It is es- 
sentially the same type of legislation originally 
proposed by Federal Price Administrator 
Henderson. That is to say, it would give a 
Federal price fixer—presumably Mr. Hender- 
son—discretionary authority to fix price ceil- 
ings on a number of “key” commodities. By 
the same token, the action of the House com- 
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RILEY STEAM GENERATING UNIT 


Outstanding American 
Lignite Burning Installation 
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OTTER TAIL POWER COMPANY, Wahpeton, N. D. 


130,000 Ibs. steam/hour, 650 Ibs. design pressure, 825° F steam temp. 
Unit burns North Dakota Lignite at 82% Efficiency. 
Riley Boiler, Superheater, Steam-temperature Control, Economizer, 
Air Heater, Water Cooled Furnace, Steei Clad Setting, Riley 
Harrington Stoker. 


RILEY STOKER CORPORATION 


WORCESTER, MASS. 
BOSTON NEWYORK PHILADELPHIA PITTSBURGH SUFFALO CLEVELAND DETROIT SEATTLE 
ST.LOUIS CINCINNATI HOUSTON CHICAGO 8T.PAUL KANSASCITY LOSANGELES ATLANTA 
COMPLETE STEAM GENERATING UNITS 


BOILERS - SUPERHEATERS - AIR HEATERS - ECONOMIZERS - WATER-COOLED FURNACES 
_PULVER ERIZERS - BURNERS - MECHANICAL STOKERS - STEEL-CLAD INSULATED SETTINGS 





This page is reserved wnder the MSA PLAN (Manufacturers Service Agreement) 

















8 PAGES WITH THE EDITORS 


mittee probably sounds the death knell of the 
so-called “Gore bill.” This alternative measure 
leaned in the direction of the universal price- 
freezing plan advocated by Bernard M. 
Baruch, 


NEEDLEss to say, public utility industries are 
vitally concerned with the enactment of any 
price-control legislation and for that matter 
are probably hopeful that eventually some 
form of wage-control legislation may have a 
better chance of enactment. In this issue T. 
N. SANpIFER, Washington newspaper corre- 
spondent, gives us an analysis of the utility in- 
dustries’ position with respect to general price 
control. 


¥ 


Wm: F. Patton, whose article on the 
utility bond market begins on page 675 
of this issue, is at present the head of a sta- 
tistical department for a manufacturing sub- 
sidiary of the Great Atlantic & Pacific Tea 
Company. Prior to that, however, Mr. PATTon 
was closely associated with matters of util- 
ity finance. 


FoLtow1Nc his graduation as an electrical 
engineer from the University of Tennessee 
in 1933, and postgraduate work in utility eco- 
nomics at the Harvard School of Business 
Administration, Mr. Patton became a mem- 
ber of the special staff of the Federal Com- 
munications Commission during the Bell tele- 
phone investigation (1935-36). Thereafter he 
became a utility security analyst for Standard 
Statistics Company—prior to taking his pres- 
ent post. In the course of this experience Mr. 
Patron has developed a number of ideas of 

his own about public utility financial policy. 


> 


Fe some reason or another the TVA and 
General Accounting Office have never hit 
it off very well together. It was the General 
Accounting Office under Comptroller General 
McCarl that first raised a number of questions 
about TVA accounting which led to the ap- 
pointment of a special congressional committee 
to look into TVA affairs several years ago. 
This action by McCarl, a protegé of Senator 
Norris, caused considerable anguish to the 
“father of the TVA.” 


Wirn the replacement of McCarl as head 
of the General Accounting Office with one 
more sympathetic to New Deal objectives 
generally, it had been generally felt that fric- 
tion between TVA and the government’s chief 
auditing officer would be eliminated. But 
trouble broke out again several months ago 
and a new basis for the composition of dif- 
ferences had to be established. 


ANnpREW Barnes, Washington newspaper 
correspondent, gives us an account of this 
feud between the TVA and the government 
accounting office, together with an analysis 
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T. N. SANDIFER 


Utilities prefer strict price control; will take 
any price control. 


(SEE PAGE 682) 


of the present status of TVA’s accounting re- 
sponsibilities. 


¥ 


MONG the important decisions preprinted 
A from Public Utilities Reports in the back 
of this number, may be found the following: 


A FEDERALLY licensed power company was 
authorized, subject to appropriate conditions, 
to use additional water from the Niagara riv- 
er where needed to supply electric energy to 
essential defense industries pursuant to a 
special agreement approved by the Federal 
government and Canada, but the company was 
restricted in its use of profits to be derived 
from that national defense measure. (See 
page 193.) 


THE Wisconsin commission, in permitting 
a transfer from depreciation reserve to sur- 
plus, stated that the status of the depreciation 
reserve can have no possible effect on the 
amount of depreciation which is actually oc- 
curring during a given period, and that ac- 
counting practices should recognize and re- 
flect, as nearly as may be practicable, the 
amount of depreciation actually occurring dur- 
ing a given accounting period, without the 
amount of depreciation expense recorded be- 
ing influenced either upward or downward be- 
cause of past deficiencies or excesses in pro- 
visions made for depreciation. (See page 202.) 


THE next number of this magazine will be 
out December 4th. 


A.» Gulilinres 
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SECRET WEAPON 





Making one machine function as two 
is a secret of good management 


In the plant, good management “doubles 
up’ by running two shifts. In the office, 
good management “doubles up” on fig- 
ure-work by using Remington Rand's new 
Printing Calculator. 


It's a complete calculating machine, 
and then some—not only divides auto- 
matically and multiplies, but also PRINTS 
every factor of every calculation —a per- 
manent, proved-right-the-first-time record 
of cost estimates, earnings, inventories, 
invoice and order extending. It’s also a 
complete adding-subtracting-listing 
machine. 


Why keep capital tied up in two “part- 
time machines—a calculator and an 
adder—when you can figure everything 


on this one “full-time” machine, and do 
it better? 


Do it better? We'll gladly prove it. What 
is the peskiest figure-problem in your 
business today—the one you meet most 
frequently—the one that takes a lot of 
pencil-pushing? Jot it down and send it 
to us. Back promptly will come your prob- 
lem—on tape—produced in a handful of 
seconds by the Printing Calculator. 


Take up this interesting, eye-opening 
challenge today. Send your problem, on 
your business letterhead, to the Remington 
Rand office nearest you— 
or direct to Remington / 
Rand Inc., Buffalo, a" 
New York. 








For outstanding figure production, use the ONLY 
Calculator that PRINTS as it divides automatically, 
as it multiplies, as it adds and subtracts... 


The Remington Rand 
Printing Calculator 
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New steam electric gen- 
erating station of N. Y. 
State Electric and Gas 
Corp. at Dresden, N.Y., 
on shore of Lake Seneca, 


HE NEW DRESDEN STATION of the 

New York State Electric and Gas 
Corporation is another of the growing 
list of great plants whose boiler plant 
efficiency is maintained by Vulcan Soot 
Blowers. The two 110,000-lb. Foster 
Wheeler boilers are kept clean and free 
of ash accumulations by the thorough 
blowing action of their Vulcan Soot 
Blowers. The scientifically engineered 
design of the slowly rotating heads and 
the alloy heat-resisting compression 
type bearings assure thorough clean- 
ing and insure longer life of the equip- 
ment itself. 











VULCAN SOOT BLOWER CORPORATION - DU BOIS + PENNA. 


GLC 
SOOT BLOWERS | 
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Remarkable Remarks 


“There never was in the world two opinions alike.” 





—MONTAIGNE 





“Labor has far more to gain from price stability than 
from abnormal wage increases.” 


¥ 


“The greatest obstacle to maximum production, both 
for national defense and for civilian needs, is the Wag- 
ner Act.” 


¥ 


“Economic ignorance has cost this country dearly in 
the past, but never, I feel, to such an extent as at the 
present time.” 


¥ 


“The country cannot have business as usual, but neither 
can the government have political pap as usual [during 
the emergency].” 


¥ 


“This has been historically a land of milk and honey. 
There is still plenty of milk and honey, but too much of 
it is in the warehouses.” 


¥ 


“When I have gone afield it has been to help and not to 
hinder. Except when I could help, I have attended strict- 
ly to my own knitting.” 


¥ 


“It is the anomaly of a free government that it guaran- 
tees the legal right to the individual to follow a course 
which would destroy it.” 


¥ 


“Businessmen have not yet, at least, received a death 
sentence, but on the contrary a ringing challenge from 
the whole nation to assume leadership. . . .” 


¥ 


“Using the Army to settle industrial disputes is a cum- 
bersome, costly custom, reminiscent of the frontier days 
before law and order had been established.” 


ad 


“Our air lines carried 3,000,000 passengers last year. 
Two years after peace returns to the world they will carry 
20,000,000, and a half a million Americans will be flying 
their own planes. Regular freight planes will be plying the 
airways.” 


12 
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Quick decisions and quick action 
on the part of management—fast 
movement of orders, materials and shipments—fast 
handling of payrolls—all depend on figures of control. 


Without such figures, fast defense production would be 
impossible; with them, fast defense production becomes 
a reality. 


In government and defense industries thousands of Bur- 
troughs machines are providing essential records and 
control figures—in less time, with less effort, at less cost. 


BURROUGHS ADDING MACHINE COMPANY 
6872 Second Avenue, Detroit, Michigan 


Burroughs 


DOES THE WORK IN LESS TIME + WITH LESS EFFORT + AT LESS COST 











New and Timely 
Information on These 
Subjects Now Available 


Yours for the Asking 








MATERIAL CONTROL . . 
COST RECORDS .. . 
PAYROLL RECORDS. . . 


EARNINGS CALCULATION 
AND ACCRUAL ° 


ied AND annus 
RECO a ae el 


EXPENSE DISTRIBUTION 
STATISTICS . . . « « 
BUDGETARY CONTROL 
BILLING . . . »« 2 © « 


ooooo Oo ooCc 











Name. 
Firm. 
Street. 
City. 
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REMARKABLE REMARKS—( Continued) 


STATEMENT 
National Economy League. 


ALBERT W. HAWKES 
President, United States Chamber 
of Commerce. 


WitrraM L. Batt 
Director, Materials Division, Office 
of Production Management. 


EpItoRIAL STATEMENT 
The Wall Street Journal. 


Leon HENDERSON 
Federal Price Administrator. 


WALTER D, FULLER 
President, National Association of 
Manufacturers. 


Murray D. VAN WaAGONER 
Governor of. Michigan. 
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“The closing of a factory on which workers depend 
for employment in established occupations and localities js 
a much more serious dislocation than the postponement 
of those rural electrification projects which have been 
merely started or proposed.” 


¥ 


“We have the strange paradox of a large group of our 
population—millions of persons—expressing their satis- 
faction by investing their money in life insurance, and yet 
encouraging things which, if not halted, may easily sound 
the death knell of private property and investments.” 


¥ 


“,, the present aluminum and, magnesium program 
alone—the two are calculated together because they both 
have to do principally with the aircraft program—will 
consume somewhere in the neighborhood of 2,500,000 kilo- 
watts—more than one-twentieth of all the power used 
in the country.” 


¥ 


“We are much concerned about rising prices nowadays. 
If there is one thing in this country a rise in the price of 
which is most unlikely it is electric service. It did not go 
up in the last war. Of what other commodity or service 
can that be said? Is this a proper time for pushing the 
war on this industry?” 


* 


“I want to say emphatically that the St. Lawrence proj- 
ect, with its tremendous potentialities for the generation 
of electric power, the shipbuilding facilities which it will 
make available, and the transportation capacity which it 
will afford, is a vital part of a foresighted program of 
national security and economic well-being.” 


¥ 


“If the forces which prefer the peculiar brand of totali- 
tarianism which is based on government ownership and 
operation of all facilities of production can secure their 
ends by making arbitrary and unreasonable demands upon 
management, that can be quite as effective in destroying 
our system of free enterprise and representative govern- 
ment as could any other means.” 


* 


“T know that national defense deserves the right of way. 
I know that the larger plants are better equipped to speed 
production and that subcontracting of work is not possi- 
ble or practical in every instance. But I know also that 
unless civilian labor priorities and civilian materials priori- 
ties are granted quickly to those areas which cannot par- 
ticipate in national defense business, Michigan and the 
nation will see economic chaos within three months.” 








Note neat, streamline 
appearance—easily ac- 
cessible to inspection and 
odjustment. 


No superstructure nec- 
essary—easily mounted 
to wall or ceiling. Note 
air gap between phases. 
Buses can be round or 
square as shown below. 




















METAL ENCLOSED 


frame with insulators in compres- 8 if S— E liminates 


All stresses taken by mounting 


sion loading under all conditions. 

Gasketed covers are housings only, Interphase atari: 
—take none of the stress. Expensive equipment investments may now be safe-guarded 
Installation and adjustment made from interphase shorts often due to dust pocket flashovers 
before covers are put on. in congested areas where buses are exposed, or due to 
Housing covers can be removed support structure failure. Here is a new outstanding design 


easily fi * ° P ‘ 
ay for inspection. consistent in cost with any type of bus structure. 


RAILWAY ano INDUSTRIAL ENGINEERING Co. 
GREENSBURG, PA...... In Canada, EASTERN POWER DEVICES, Ltd., TORONTO 
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A PAIR OF 


WORLD'S 
LARGEST BOILER 
PLATE-BENDING 
PRESS 


— of cold bend- 
ing boiler plate up to 7 in. in 
thickness and in lengths up 
to 40 ft., this big press per- 
mits the forming of heavy 
drums by the most desirable 
method and in the shortest 
possible time. The ability to 
cold form in the final stages 
of bending assures the great- 
est accuracy of circularity and 
helps to reveal flaws which 
might readily escape detection 
with the hot bending method. 
Operated at its maximum ca- 
pacity, this press exerts a 
pressure of 6000 tons. Its over- 
all height is 55 ft.; its beams, 
with attachments, weigh 
nearly 1,000,000 lb.; over 1000 
tons of poured concrete were 
required for its massive 
foundation. Added to other 
presses of smaller capacity and 
heavy rolling equipment, it 
gives C-E unexcelled facili- 
ties for the manufacture of 
boiler drums. 


With this combination of equipment, C-E has facilities which 
are unsurpassed anywhere for the forming and x-raying of heavy 
boiler drums. : 

These facilities made possible the use of welded drums for 
the new high pressure boiler to be installed at the Port Wash- 
ington Station of the Wisconsin Electric Power Company. The 
drums for this boiler are the longest and among the heaviest 
welded boiler drums ever fabricated. Two are 60 ft. 10 in. 
long over heads and the third is 59 ft. long. All three have 5!/, 
in. thick walls. 

With the world's largest boiler plate-bending press, it was 
possible for Combustion Engineering to form and fabricate 


ARON Pic Hi RM ant igo 4: 
MES ¥itrgee eS ‘ 


MBUSTI 


C-£ PRODUCTS INCLUDE ALL TYPES OF BOILERS, FURNACES, PULVERIZED FUEL SYSTEMS AND STOKERS; ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 


COMBUSTION 
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SHAT PROVIDE WORLD'S FINEST FACILITIES FOR 
FORMING AND WELD-TESTING OF HEAVY DRUMS 





EATERS 


‘MBUSTION ENGINEERING COMPANY, INC., 200 MADISON AVENUE, NEW YORK, N.Y. 


tie 


these drums with greater precision and in far less time than is 
required with any other facilities available for such work. 


With a 1,000,000-volt x-ray unit—the first equipment of this 
capacity to be ordered by any boiler manufacturer—C-E is 
able to test 5/4 in. welds with exposures produced approxi- 
mately 70 times faster and with much greater diagnostic clarity 
than was possible with the best x-ray equipment previously 
cbtainable. 


This pair of giants are symbols of the progressive manu- 
facturing policy which C-E applies to all its production opera- 
tions—a policy which assures the highest qualiby of construction 
in all "C-E built" equipment. 


1,000,000 
VOLT 
X-RAY UNIT 


most powerful x-ray 

unit, recently installed by 
C-E, exceeds by 600,000 volts 
the most advanced equipment 
previously available. One of 
its outstanding benefits is a 
notable improvement in radio- 
graphic results. The better 
quality of the negatives it pro- 
duces provides a wealth of 
diagnostic detail that reveals 
the most inconsequential de- 
fects in the thickest of welded 
joints. Another big advantage 
is time-saving. For example, 
the new x-ray unit will radio- 
graph a 4 in. thick plate 30 
times faster; in about one 
minute, whereas the best pre- 
vious practice required more 
than half an hour. For 5% in 
plate the new exposure time 
is 100 times faster. The unit 
is enclosed in its own spe- 
cially designed building hav- 
ing the protection of 18 in. 
walls that extend five feet be- 
low ground for complete 
safety. 


A-620-A 


» CANADA: COMBUSTION ENGINEERING CORPORATION, LTD., MONTREAL 


ENGINEERING 
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BAYER SOOT CLEANERS 


APPLIED TO 


MODERN PUBLIC UTILITY BOILERS 





















































































































































































































































2500 H.P. BOILERS PULV. COAL FIRED 
660 LB. PRESSURE 770° F. STEAM TEMPERATURE 


THE BAYER COMPANY ST. LOUIS, MISSOURI 
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Ehret’s D.1.P. gives MAINTENANCE-FREE service 


s a 
on Underground Pipe Lines HEAVY. GALVANIZED SHEET METAL cs 


ENS of thousands of feet of Durant Insu- eee real 


i é 2 A FULL INCH THICK ——— 
lated Pipe with a record of years of service geet — 
have proved the ability of this system to stand CANVAS JACKETED 
up under the severest conditions. 85%: MAGNESIA 


ecdale ‘ INSULATION —— 
The reason lies in its construction. In Ehret’s : 


D.I.P. there is combined the time-defying 
characteristics of asphalt and the high in- 
sulating efficiency of 85% Magnesia. Factory 
pre-fabrication makes field installation rapid 
and economical. The result is an under- 
ground piping system that is outstanding, 
both in efficiency and long life. 


(Send for the Ehret D.I.P. Booklet. It contains peeetFte® 


complete information on the D.I.P. system.) 


EHRET MAGNESIA MANUFACTURING COMPANY 


VALLEY FORGE + PENNSYLVANIA 


DISTRIBUTORS IN ALL PRINCIPAL CITIES 
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Double talk 
preferred 


OUBLE talk isn’t recommended in the best of society, 
but there are times when it can be very effective... 
and this is one. 


We sell store fronts, and you sell lighting. Our store 
fronts are more effective when there is more of your light 


used on the exterior and on the interior, and you will agree 
that your customer will be more satisfied with his new light- 


ing fixtures and increased illumination if he has a new store 
front to help create customers for him. 


So let’s use a little double talk. We'll mention to our 
store front prospects the advantages of better lighting, in 
return for your mention to your prospects of the value of 
modern exteriors. And thus, we’ll both win their appreci- 
ation. 


When you think of store fronts, think of “Pittsburgh” 
Pittco Store Fronts . . . the leader in the field. ae 
‘ or mar 
ck n 


vacuum 
“Eas\ 


ITTCO STORE FRONTS IE: 


lriving 


PITTSBURGH PLATE GLASS COMPANY = fp 


bynchr« 
” ’ ° W 
‘airtseuRGH’ stand for Duality Glass and aint i 
Speer 
p sae limke: 
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* In trucks, too 
x There’s something NEW for 42! 
* It’s TIMKEN “EASY- SHIFT” 


YOURS FOR EASY SHIFTING 


Easy-Shift” is a new, thoroughly tested and road-proved devel- 
pment in Timken 2-Speed Double Reduction Drive Axles. 
Timken “Easy-Shift” not only makes shifting unbelievably easy 
or manual control but makes it possible, for the first time, for 
tuck manufacturers to offer remote control power shifting — 
yacuum, compressed air or mechanical! 
Easy-Shift” results in the elimination of speed loss in shift- 
ng on up-grades, does away with shock load from sudden 
lutch engagement, and materially adds to all-around truck 
lriving ease. Simple in principle — it permits instantaneous 
ngagement of the shift collar with the desired pinion at 
ynchronized speeds. 
Watch for truck manufacturers’ announcements of power 
hifting in connection with Timken “Easy-Shift” on new 
eSpeed models for °42! Ask your truck dealer, then specify a 
fimken 2-Speed Double Reduction Axles with “Easy-Shift” vouste Ae ” REDUCTION DRIVE 
hen you buy! They’re yours for Easy Shifting! 


7» 
8 
HE TIMKEN-DETROIT AXLE COMPANY, DETROIT, MICHIGAN y ba S Pp E E D 
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By Hand you Invoices an hour 
can write (if you hurry) 


With a Invoices an hour 
Typewriter (some days) 


BUT: jHe 


Every day you Invoices an hour}:..: 


with the EGRY|=« 


can write your 


SPEED-FEED|= 


that w 
years 
In one minute the Egry Speed-Feed converts any § when - 
typewriter into a practical billing machine. Immedi- BT | 
ately the daily output of typed forms is sharply well-lk 
increased because all the time of the operator is 
productive. No more manual inserting of carbons 
| in forms; no jogging into alignment; no removing better 
fh, carbons after forms are written. 


Noverr 











accoul 


A trul 
costs . 


But more! The Speed-Feed elimi- bring } 
nates the use of wasteful, costly pre- @ Papers 
inserted one-time carbons, cut forms, they g 
and other out-dated methods. Sev Band d 
ings of 2000 boxes of carbon paper 

and more per year are common 

among Speed-Feed users. 










In these days when speed in office routine must match accelerated production tempo, the Egry 
Speed-Feed (which costs less than 2c per day for only one year) is indispensable. Demonstrations 
on request without cost or obligation. Consult classified directory for name of local Egry sales 
agent. Literature on request. Address Dept. F-1120. 


The EGRY REGISTER Company 
Dayton, Ohio ~ 
SALES AGENCIES IN ALL PRINCIPAL CITIES 


The Egry Register Co. (Canada) Ltd., King and Dufferin Streets, Toronto, Ontario, Canada 
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He wants to know. . 


You live in a record age, all right! Ata 
hundred points...in taxes, earnings, 
social security, and endless others... 
your records are subject to greater, more 
frequent inspection. Accurate, clear rec- 
ords are vital now... durable records 
that will be just as clear, just as available 
years from now! You are sure of that 
when your own records are safely kept on 
L. L. Brown record papers. Thousands of 
well-known bankers, business men, and 
accountants will tell you that there is no 
better way! 


Ot 


A truly negligible addition to your record 
costs...or no addition at all!... will 
bring you the protection of these superfine 
papers. Ask your printer to show you how 
they give you the utmost of uniformity 
and durability for your records... the 


* 


advantages of their perfect surface for 
writing or typing, flawless erasure and re- 
writing. Nearly a hundred years of fine 
paper making guarantee every L. L. 
Brown record paper. 


... for your correspondence! 

You add constantly to your prestige in the 
minds of your clients and customers with 
every letter you send out on a fine, crisp 
L. L. Brown bond. Your printer will gladly 
suggest a letterhead for you on one of 
these unusual letter papers. 


FREE! ... This newest L. L. Brown booklet (reading time about 8 minutes) shows 
you how to get superior records, more impressive stationery at microscopic . . . 
if any ... extra cost. Write today—please ask for booklet B, “MUCH for a mite.” 


a 





\ 


ou 
L: L: BROWN c 


PA 


PER 
OMPANY 


Established in 1849 


Adams, Massachusetts 


Papers for Dependable Records, Impressive Correspondence 
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CRESCENT 


—a Name That Stands For 


HIGHEST QUALITY 


in every type of 


eeieneicinonl . and Cables 












SERVICE ENTRANCE CABLE 





LEAD ENCASED POWER CABLE 











UNDERGROUND TRENCH CABLE 


CRESCENT INSULATED WIRE & CABLE CO. 
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/ ATERWORKS OPERATORS, 

as a whole, recognize the im- 
portance of reducing or minimizing 
the waste of water; and most of us 
have set up a systematic program of 
leak elimination with a view of reduc- 
ing our un-accounted-for-water; but 
some of us have been prone to disre- 
gard the importance of carefully 
checking, periodically, our large me- 
ters above one-inch in size. 


If a leak of very small magnitude is 
reported or detected, the mainte- 
nance crew is put to work at once re- 
pairing it; while on the other hand, a 
large industrial 
meter, through 
which a very 














Field-testing a large meter in service. 


large volume of water is consumed, 
might be allowed to run an under- 
registration of fifteen percent to 
twenty percent for quite a long 
period of time. From a standpoint of 
practical operation, what difference 
is there between a leak on a main in 
the street and the waste of water 
leaking through a consumer's meter 
from which no revenue is derived? 

The un-accounted-for-water in 
Nashville has been reduced some ten 
or fifteen percent in recent years; and 
the writer is of the opinion that this 
result is attributable, in a large meas- 
ure, to the intensive program of test- 
ing and repairing our large meters in 
the two-inch, three-inch, four-inch 
and six-inch sizes." 


Robert L. Lawrence 


Superintendent & Chief Engineer 
NASHVILLE, TENN. WATERWORKS DEPT. 











NEPTUNE METER COMPANY - 50 West 50th Street - NEW YORK CITY 
Branch Offices in CHICAGO, SAN FRANCISCO, LOS ANGELES, PORTLAND, ORE., DENVER, DALLAS, 
KANSAS CITY, LOUISVILLE, ATLANTA, BOSTON. 
Neptune Meters, Ltd., 345 Sorauren Avenue, Toronto, Canada. 
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The cook can’t forget to set the =. 
heat control. She must set it in order to turn a= 


on the fuel! One single motion does both jobs. 


Another single motion turns the fuel off and The simp 
returns the setting to zero. It couldn’t be sim- she easier to uses 
ell! 
pler—or surer! icker 40° 
the q# 


FOR GAS AND ELECTRIC RANGES 
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cS The careful investor judges a 
secutity by the history of its 
performance. 


in three-quarters of a century of continuous 

~ production, has established a record of per- 
formance that is unequalled in the history 
of insulated wires and cables. 


’ Kerite is a seasoned security. 
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DAVEY TREE TRIMMING SERVICE 


JOHN DAVEY 
Founder of Tree Surgery 


Winter Trimming 
@ No Foliage 


Make Your @ Cheaper Brush Disposal 


e@ Easier Trimming Permissions 


Research Department @ Better Working Vision 
NATION-WIDE IN SCOPE! Always use dependable Davey Service 


: DAY KENT, 04 
Acting as a supplement to the EV TREE EXPERT CO onto 


utility’s own research depart- 

ment, E.T.L. stands fully pre- DAVEY TREE SERVICE 
pared to test new equipment 
against specifications either at 
the Laboratories, at the factory, 
or in field surveys. 


To do this, E.T.L. maintains a 
corps of specially trained in- 


spectors with testing equipment PUBLIC UTILITY 
stationed at strategic points over REGULATION 


the entire country ... ready at 
a moment’s notice to conduct 571 

: is ages, $4.00 
tests and give detailed reports pages, © 
on new equipment . . - before N analysis of the nature, extent, and .problems of 
shipment is made. public utility regulation in the United States, 


Why not take advantage of with emphasis upon the expanding role of the Federal 
E.T.L.’s wide experience in the Government in the regulation of public utilities, its 
testing field .. . and make your activities in undertaking power projects and pro 


own research department nation- moting rural electrification, and the issues involved 
wide in scope? in governmental ownerships. The well-rounded treat 


ment and critical viewpoint will be of aid to all who 
are interested in evaluating the present status of 
public utility regulation, its strengths, weaknesses, and 
significance for privately-owned industry. 

















Wilson, Herring and Eutsler's 


Know by Test! 


ELECTRICAL 
TESTING . 
LABORATORIES Public Utilities Reports, Inc. 


Order from 


East End Avenue and 79th Street Munsey Bldg. Washington, D. C 
New York, N. Y. 


— 
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acts You Can Use to Cut Distribution Costs 


es ~ —— y 


NO CONCRETE CASING is needed 
when you install J-M Transite 
Conduit. It does not warp...holds 
its strength and true form under 
heavy earth loads and traffic 
stress. 


MADE OF ASBESTOS AND CEMENT, 
OU save all the expense of “concreting-in” when — Jyansity Condelt ional resletanee 
you use Johns-Manville Transite Conduit. So strong _*° 9! forms of corrosion. 

it needs no protective casing of any kind, this durable 

duct holds its true form under sustained earth loads and 

trafic pressure. Warping is practically eliminated. 

And you spend less money on maintenance, for 

Transite is an asbestos-cement product . . . completely 

non-metallic and inorganic. It can’t burn, rot or cause 

dangerous fumes or gases. It offers exceptional resist- 

ance to weather and corrosion. Yet installed costs are 

low, for Transite’s long lengths, light weight and smooth 

bore make work fast and economical. TRANSITE DUCTS are light in 


" ‘ ‘ = weight, easy to assemble. Their 
For complete details, write for brochure DS-410. smooth bore stays smooth in serv- 


. ice... permits easy, rapid cable 
Johns-Manville, 22 East 40th Street, New York, N. Y. _ putis at any time. 


FOR 4%] Johns-Manville 


EFFICIENT, 


uae TRANSITE DUCTS 


s ER vi at TRANSITE CONDUIT... For TRANSITE KORDUCT... For instale 
useunderground without _lationinconcrete. Thinner walled, 

AY P EC | F ) oe a concrete envelope and _lower priced, but otherwise idene 
for exposed locations. tical with Transite Conduit. 








& 








(SHOP HYDROSTATIC TEST—230 LB. PER SQ. IN.) 


HYDRAULIC TURBINES 
FRANCIS AND HIGH SPEED 
RUNNERS 
BUTTERFLY VALVES 
POWER OPERATED RACK RAKES 
GATES AND GATE HOISTS 
ELECTRICALLY WELDED RACKS 


Newport News Shipbuilding and Dry Dock Company 
(Hydraulic Turbine Division) 


Newport News, Virginia 





This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 


i 
Public Utilities Fortnightly November 20, 194) we 
150,000 HP Francis Turbine | 
_ for Grand Coulee Project 
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Something like a star... 


Op AS MAN is the admonition, 
“Hitch your wagon to a star”; 
young as a child is the impulse “To 
wish upon a star.” For all men, in all 
time, a star has been the bright kin- 
dling point for dreanis, fixed moment 
in time and eternity, beacon in the 
nightand promise of the day to come. 

Something like a star is research, 
because it answers in the world of 
practical affairs to some eternal spirit 
in the heart of man—a perpetual rest- 
lessness with things as they are, an 
eternal seeking for a better way, a 
continual progress towards a better 
world. And because this thing lives 
more in the mind and the spirit than 
in the world itself, it is perpetual, 
everlasting, immutable, as eternal in 
its way as the stars themselves. 


More than 60 years ago the Gen- 
eral Electric Company first “hitched 
its wagon” to the bright star of re- 
search. In all this time the star has 
not been extinguished, instead it has 
gradually grown to be the guiding 
star of all American industry. Even 
today, when so large a part of the 
total resources of General Electric 
are employed in the task of making 
America’s defenses strong, it still 
shines bright. 

But General Electric is not “wish- 
ing upon a star.” Throughout the 
Company, scientists, engineers, ex- 
ecutives, are thinking and planning 
and working to the end that the 
tomorrow which stars promise shall 
not simply come—but that it shall 
be better than today. 


American industry bas accepted the responsibility of serving America; 
is accepting the responsibility of helping to defend America; will accept, tomorrow, 
the responsibility of helping to build a better America and a better world. 


GENERAL @ ELECTRIC 
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MERCOID HAS PIONEERED THE DESIGN AND DEVELOPMENT OF CONTROLS FOR DOMESTIC AUTOMATIC 
HEAT, AND TODAY THEY ARE FOUND IN TENS OF THOUSANDS OF HOMES THROUGHOUT THE COUNTRY 


Sie 
— <tc 
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STEEL INDUSTR 





AUTOMATICCONTROLS 
are meeting 


AMERICA'S 


NATIONAL DEFENSE 
ones, ace) & 
PROBLEMS 


Mad Tt itn] 
IMICAL INDUSTR 








MERCOID HERMETICALLY SEALED MERCURY SWITCHES so 
S. ee ae ARE USED EXCLUSIVELY IN ALL MERCOID CONTROLS WAR O 
~ ap AN IN: | The initial cost is slightly higher than the average type of switches 


is essential when the Nation’s 


. f used in controls, but they save on the elimination of service expense, power and resources are engag 
1s cae CON as there is infinitely va chance for — trouble. rr assure the we a anctiowt ‘a 
; ee longer control life. ¢ A Mercoid switch cannot be affected by dust, strong national defense. 

pale ytudinente cy gon due or corrosion. @ First illustration above, is a new light operated trols are especially suitable for 
alto on -aasdiiatie mechanical opera. switch—the Mercoid Visaflame. This device has revolutionized the | ing on a successful “war on 
ations. © The time proven accuracy control of domestic and industrial oil burners. The second one program wherever automatic 

and dependable -operation of Mercoid shows the snap-action tilting type. Last one, the magnetic stationary | are involved. They are built tot 

Controls make them indispensabledur- | tYP¢- © Mercoid switches are extensively used in many applications. and practically require no serv 

is : @ For further information see Mercoid catalog. tention after they are once inst 


ing this time of National Emergency. 
as « The Mercoid Corporation * 4233 Belmont Avenue °* Chicago, Illinois 


DUSTRY IN THE COUNTRY THAT 
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International K-5 Cab-Over-Engine Truck with 6-man cab recently delivered to the Gulf Power Co., 
Pensacola, Fla. 


PROVED ALL WAYS for Cone wtldT may 


THE BROAD HIGHWAY of busi- 
ness-as-usual is temporarily closed. 
Americans have taken to the great 
detour of National Defense. It is a 
hard new way. We travel into wilder- 


strong. So it will be in this emergency. 


As with men, so with machines! 
International Trucks must come 
through gruelling proving ground 
“detours” and tests before they get 


ness, but our route is the right-of- 
way to America’s destiny. 


Since pioneer days the heart and 
sinew, the spirit and soul of this na- 
tion have been nourished on the de- 
tours. Hard work has made its people 


their final “O. K.” Wherever they are 
working—for public utilities, in pri- 
vate industry, or for the Armed 
Forces — International Trucks are 
proved all ways for COME WHAT 
MAY! 


INTERNATIONAL HARVESTER COMPANY 


180 North Michigan Avenue 


Chicago, Illinois 


INTERNATIONAL TRUCKS 
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Close-up of 16-in. Elliott Self-Cleaning Strainer in the 
Chester Station of Philadelphia Electric Company. 
Another similar unit may be seen in the background. 
The Schuylkill Station has a 10-in. unit. 


* the Chester and Schuylkill Stations of this important utility, 
water for bearing cooling service is delivered free of all 
objectionable foreign particles without interruption, fuss, time 
out for strainer basket cleaning, or manual effort of any kind. 
This water passes through Elliott Self-Cleaning Strainers, which 
operate continuously, periodically flushing each straining sec- 
tion with water already strained. 


The units have been in service long enough to demonstrate 
beyond question their dependable qualities. Their use by utilities 
is suggested wherever conditions require water free of fine 
sand, dirt or other substances. 


Elliott builds a complete line of strainers for all needs. Full 
information for the asking. 
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COMPAN 


Accessories Dept., JEANNETTE, 
DISTRICT OFFICES IN PRINCIPAL 
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{ New England Transit Club will hold convention, Boston, Mass., Dec. 4, 1941. 





1 erty Electric Power Association will hold annual conference, Dallas, Tex., Dec. 





bo ck-yg> « ” tes of Municipal Law Officers will convene, Washington, D. C., Dec. 
—6, ° 





q New Mexico Oil and Gas Association will hold session, Artesia, N. M., Dec. 5, 1941. 





1 paged West Shippers Advisory Board will hold meeting, Sioux City, Iowa, Dec. 9, 
, 1941. 





7 fit League of Municipalities will hold session, Tampa, Fla., Dec. 11-13, ) 
1941. 














q Kentucky Independent Telephone Association will hold convention, Louisville, Ky., 
Dec. 12, 13, 1941. 





{ American Society of Heating and Ventilating Engineers will hold annual meeting, 
Philadelphia, Pa., Jan. 26-30, 1941. 








{ International Heating and Ventilating Exposition will be held, Philadelphia, Pa., 
Jan. 26-30, 1941. 





q Southern Gas Association will hold convention, Atlanta, Ga., Feb., 1942. 











Investment Bankers Association of America opens meeting, Hollywood, Fla., 1941. 
Y American Water Works Association, N. Y. Section, meets, New York, N. Y., 1941. 





9 DECEMBER y 





J American Society of ape Engineers starts meng, — Iu., 1941. 


{ Congress of American Industry convenes, New York, N. 





1 Mid-West Gas Association will hold convention, Sioux City, Iowa, Apr. 13-15, 1942, 














I American Institute of Electrical Engineers, Southeastern District, opens con- 
vention, New Orleans, La., 1941. (&) 











665 











Courtesy of The Downtown Gallery Elsie Hafner, N. Y. 


Steel Country 
From a Painting by Niles Spencer 
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Are We Headed for Socialism 


In the Post-war Period? 


The author wonders whether the Holding Company 

Act and its administration and various attacks on 

the utilities are parts of such a plan and declares 

that the government should be frank enough to 

make its purpose—whether socialistic or not—clear 
to the people. 


By H. A. HANNING 


URING these busy days, with 
D war news crowding newspaper 
front pages, the average indi- 
vidual would probably have very little 
interest in reading about problems of 
the public utility industry. Yet some of 
these problems have a direct bearing on 
the future of the entire philosophy of 
government. 
Disregarding all the trouble whichthe 
public utility industry has had to face in 
the past, its greatest problem today is to 
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cope with the SEC rulings as to how 
holding companies are to be dissolved. 


WE the Public Utility Act of 
1935 was being legislated and 
after it was enacted, much was heard 
about the so-called death sentence 
clause which was generally believed to be 
a provision which would do away with 
holding companies. The law stipulated, 
however, that such a process of dissolu- 
tion should be conducted along certain 
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lines and it prescribed the conditions. 

What is actually taking place now, 
however, is dissolution by SEC decree, 
which is not only beyond the intent of 
the act but actually contrary to it. There 
might be room for argument about the 
advisability of putting all holding com- 
panies out of business just because they 
are holding companies. But there seems 
little warrant for doing this in a man- 
ner contrary to the provisions of the 
law as passed by Congress. 

One might well ask, “How did we 
come into a position where a govern- 
ment bureau is doing this to us without 
authority?” The only plausible answer 
appears to be that somewhere along the 
line the SEC usurped powers really not 
belonging to it. This sometimes hap- 
pens with bureaus as with individuals, 
especially when the boss is not very 
critical about checking up on such ac- 
tivities. In the case of the SEC, it was 
necessary at its creation to leave much 
to the discretion of the administrators. 
The powers had to be somewhat indefi- 
nite because the whole idea was an ex- 
periment. 


H” that bureau been set up with a 
permanent personnel and with 
what in business is called “continuous 
management,” it would perhaps have 
been possible to lay down a general pol- 
icy and follow it consistently. Unfortu- 
nately, from this point of view, the 
SEC, in its eight years of existence, has 
had several chairmen, which is compa- 
rable to an industrial company chang- 
ing its president each year or two. Re- 
gardless of what kind of business is be- 
ing run, the personality of the boss is an 
influence, and this is especially true in a 
new enterprise, which it would be prop- 
er to call the SEC. Added to this situa- 


tion are the difficulties always attend- 
ant upon a rapidly growing organiza- 
tion, whatever it be. Then, if that or- 
ganization has in important positions a 
large number of people who are there 
only as a temporary resting place, 
awaiting a chance to get another job, 
there is injected another somewhat un- 
settling influence. 

Thus we see a little of the atmos- 
phere surrounding that body which, 
among other things, is charged with the 
enforcement of the Holding Company 
Act. 

If the head of that body is a prac- 
tical businessman who wants only to 
correct abuses, and is seriously interest- 
ed in allowing a vital industry to con- 
tinue to perform its functions, that is 
one thing, and certain procedures may 
be expected of him. Should he be re- 
placed before his policies are well start- 
ed and his successor, with no business 
experience, approaches the problem, let 
us say from the viewpoint of a college 
professor, that is something else. 
Should that person, in turn, be replaced 
by an out-and-out reformer, who is 
more interested in experiments and the 
punishing of somebody instead of busi- 
ness-as-usual, that is an entirely dif- 
ferent situation. The SEC has had 
chairmen fitting these general descrip- 
tions. 


S° to return to the utility problem, it 

would appear that the SEC, with 
its rapidly changing chairmen and flex- 
ible policies, has gotten away from the 
intention of Congress as expressed in 
the Holding Company Act. With the 
advent of the Third Term, there was a 
natural tendency to interpret the ad- 
ministration’s success as a mandate of 
public approval blanketing any and all 
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programs of the New Deal including 
some obscure and even separately un- 
popular ones. That, along with reform 
zeal, may account for the fact that the 
SEC is trying to unscramble the utility 
holding companies in its own way. 
From an outsider’s viewpoint, what is 
going on would seem to be a dissolution 
of all holding companies. Certainly 
there is no public knowledge of how 
this action is tied into a big, broad ad- 
justment of utility properties through- 
out the country. 

Perhaps every move is a part of a 
well-planned program. Perhaps it can 
be shown how each readjustment fits 
into a broad pattern, but it does not ap- 
pear that way. It looks as if the job is 
being considered as one of getting rid 
of holding companies regardless of 
where the chips fall. It is not easy to 
reconcile this action with either the let- 
ter of the Holding Company Act or the 
spirit of Congress at the time the act 


was being considered. Honest appraisal | 


of that spirit, as shown by the debates 
and amendments to the legislation 
pending enactment, indicates that Con- 
gress did not, at that time, want to dec- 
imate the utility industry; nor does it 
today. 

This premise may be false; how- 
ever it seems to be in the way of 
being tested. 


e 


& the SEC proceeds with its method 
of ordering dissolution of hold- 
ing companies, it may find one which 
will fight the ruling. Admitting that 
lawsuits are usually an unsatisfactory 
way of settling controversies, this case 
should prove an exception because it 
would at least clarify the complicated 
situation surrounding the utilities. 
Thus far, the only chance the Supreme 
Court has had to examine this act was 
in the Electric Bond and Share Case, in 
which the point involved had only to 
do with the matter of registering under 
the act. 

If a broad case could get to the Su- 
preme Court, there might be a careful 
examination of the provisions of the 
act. Whatever the result, it would at 
least mean an interpretation by the 
court of the act as a whole, rather than 
of a ruling by a government bureau. 
Also, if the case is given sufficiently se- 
rious consideration and it is finally de- 
cided that the law of the land allows a 
bureau to break up the industry accord- 
ing to its wishes, or, shall we say, its 
interpretation of its powers as they co- 
incide with the philosophy of the ad- 
ministration, and if that would appear 
to work undue hardship on a vital in- 
dustry, then there is nothing to prevent 
Congress from changing the law if it 
sees fit. Of course, no one knows for 


had a certain element of popularity in some quarters. Obvi- 


q “POLITICAL attacks on the [utility] industry have always 


ously there was basis for attack, and abuses were not lacking 
from the early days when franchises were wheedled out of 
the local politician. In the 1920's, the industry was growing 
so fast and people were making so much money in utility 
securities, that they were not at allin disfavor. No complaints 
are registered when everything is rosy. But, when the 1929 
break came, the fat was in the fire.” 
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sure what will be the ultimate outcome 
of such a lawsuit, if it is instituted and 
is carried to the highest tribunal. The 
advantage of testing the legality of 
these dissolution rulings is that more 
time will be given to examine the situa- 
tion and that usually is beneficial. Next, 
let us consider the situation if no con- 
test is started. 


HE administration has badgered 

the utility industry ever since it 
came into power in 1933. Political at- 
tacks on the industry have always had 
a certain element of popularity in some 
quarters. Obviously there was basis for 
attack, and abuses were not lacking 
from the early days when franchises 
were wheedled out of the local politi- 
cian. In the 1920’s, the industry was 
growing so fast and people were mak- 
ing so much money in utility securities, 
that they were not at all in disfavor. No 
complaints are registered when every- 
thing is rosy. But, when the 1929 break 
came, the fat was in the fire. 

Here is the paradox. By order of the 
SEC, a holding company has to dispose 
of an operating property after years of 
political cultivation of the popular im- 
pression that utilities are not desirable 
holdings. A fair analogy is that of a 
man getting a margin call which had to 
be satisfied by selling stock before next 
Tuesday at 2:45 in a weak market. If 
any reader has had the experience, he 
will understand this situation. It is fur- 
ther reported that Washington, in an 
attempt to locate some bids to make this 
analogous “‘margin call” easier, sent off 
a trial balloon in the nature of a sugges- 
tion that insurance companies should 
buy these equities now being forced on 
the market. No important progress has 
been made in this direction. 
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If the SEC is going to be successful 
in forcing disposal of many operating 
properties right now, it is going to be 
mighty interesting to see how this will 
be done. The Standard Gas & Electric 
Company Case is a sample of one plan. 
This big holding company owns blocks 
of subsidiary company stock. Steps are 
now being taken to unwind it. If the 
capital situation of the holding com- 
pany were only common stock, it would 
be a fairly simple process because then 
each stockholder would be given his 
proportionate share in the securities 
owned. In this case, however, Standard 
Gas has preferred and bonds outstand- 
ing. So, an arrangement was worked 
out whereby a bondholder could ex- 
change a $1,000 bond for 58 shares of 
San Diego Gas & Electric stock. To 
put this another way, if the stock 
offered reached a price of $17.24, it 
would be equivalent to $100 on the 
bonds. 


H™ are a few statistics to examine 

for the purpose of seeing how the 
public took to the plan: Under the 
terms of the offering, dated August 
20, 1940, it was provided that the plan 
would become effective when and if 
$14,321,500 of the notes and deber- 
tures were deposited for exchange; but 
the Standard Gas & Electric Company 
had the right to declare the plan ef- 
fective when not less than $8,567,750 
was so deposited. That was back in 
August, 1940, when it was expected, or 
hoped, that the exchange would be fa- 
vorably accepted by the noteholders. 
Such did not prove to be the case and, 
after several extensions, an amendment 
was agreed to which allowed the pro- 
posed exchange to proceed regardless 
of the amount deposited. The plan was 
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The Head of the SEC 


aid i the head of that body [SEC] is a practical businessman who wants 
only to correct abuses, and is seriously interested in allowing a vital 
industry to continue to perform its functions, that is one thing, and certain 
procedures may be expected of him. Should he be replaced before his 
policies are well started and his successor, with no business experience, 
approaches the problem, let us say from the viewpoint of a college pro- 
fessor, that is something else. ... The SEC has had chairmen fitting these 
general descriptions.” 





terminated on June 11, 1941, at which 
time only $6,948,300 of bonds had been 
turned in. 

Unless the SEC were interested in 
having the plan proceed, it would not 
have allowed the extensions and then 
finally removed any restrictions on the 
amount required. This is a case where 
the SEC was in sympathy with what 
was proposed. How far would such a 
proposal have gotten had the SEC been 
opposed or even indifferent to its suc- 
cess? It would have been very easy to 
say that, inasmuch as the noteholders 
were not interested to make the ex- 
change, everything should be called off. 


iy the Standard Gas & Electric Case, 
the plan attempted was designed 
primarily for the breaking up of the 
top holding company, with perhaps its 
eventual elimination as the objective. 
In other cases, the holding companies 


671 


have had pressure put on them to dis- 
pose of properties to accomplish the 


. alleged purposes of the Holding Com- 


pany Act. The North American Com- 
pany which, a few years ago, was re- 
garded, even in Washington, as one of 
the better managed holding systems, 
now faces an entirely different and less 
friendly attitude. With the Common- 
wealth & Southern, the situation seems 
to be a little different. This is the com- 
pany which really put up a battle 
against the government to protect its 
interest and, instead of taking the first 
offer of around $50,000,000 for 
its Tennessee Electric Power proper- 
ties, finally got $80,000,000. 

This resistance did not make the 
company particularly popular in Wash- 
ington. In any event an effort is being 
made to dissolve or emasculate the cor- 
poration which is the top holding com- 
pany for the properties. 
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Recent proposals of the Common- 
wealth & Southern, looking towards 
congressional compliance with the act, 
indicate that while this pressure may 
not prove entirely effective, another 
chance for a clear-cut court test is being 
undermined. In the case of the Com- 
monwealth & Southern disinterested 
observers were hoping for a firm court 
challenge by the company of the appli- 
cation of the act to its particular prob- 
lem. In this instance, certainly what- 
ever delay might be involved would not 
work a hardship to anyone, including 
the SEC. 

It would make the Supreme Court 
say what is the meaning of the law 
passed by Congress. If the court agrees 
with the SEC interpretation, then per- 
haps sufficient interest will have been 
aroused to cause Congress to warrant 
review of its present attitude toward 
this question. 


H™ is another thought which is 
probably not being given much 
consideration. Right now, the country 
is supposed to be making every effort 
to maintain industrial production at the 
highest possible rate. One very impor- 
tant ingredient in most manufacturing 
programs is the power supplied by the 
private utility companies. Would it not 
be a reasonable proposal, in view of this 
general effort, to call a halt to reforms 
at this time? Chairman Eicher has al- 
ready given his answer to the contrary 
on that question in his speech at the 
EEI convention in Buffalo, New York. 
But his reasons were hardly conclusive. 
At any rate, the matter deserves sane 
reconsideration. 

To break up big utility systems at 
this time is bound to create problems 
which can be avoided. The managerial 


mind is being distracted with matters 
of reform and reorganization when 
it should be devoted entirely to prob- 
lems of operation. More time for the 
engineer and less time for the lawyers 
should be the theme right now. The 
utility industry is essential to any big 
productive effort and its cooperation 
should be sought by those in power, 
if they really want to be efficient. The 
action of the administration on this 
matter of continuing reform and ex- 
perimentation at a time when all effort 
should be directed toward production, 
is hardly a reassuring indication of its 
sincerity in seeking a united defense ef- 
fort. 

Any discussion of utility affairs 
which did not mention the St. Law- 
rence waterway project would not be 
complete. Without going into detail, 
this project, which has been under dis- 
cussion for several years, is designed 
to make possible the use of ocean ships 
into the interior region of the Great 
Lakes. Also, there is the matter of in- 
cidental hydroelectric power, but that 
is not featured. The idea is not new. It 
has been proposed to both the Cana- 
dian government and our own upon 
several occasions but, as a treaty, has 
not been acceptable to either. 


N” it comes up again at what 
would seem to be an inappro- 
priate time because we are spending so 
much on other efforts. If the scheme 
has merit, it could be useful on a long- 
range basis as something to do when 
our defense efforts begin to slow down. 
The very fact that it is being given 
such high-pressured consideration 
right now in Washington betrays a 
willingness on the part of the ad- 
ministration to put over a pet scheme 
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under very doubtful cover of an 
emergency. Taking political advantage 
of the crisis affecting the national 
security may require a stern day 
of reckoning, if subsequent events 
show that the national security might 
have been better protected if men and 
materials had not been uselessly divert- 
ed during an hour of great need from 
direct national defense activity. 

Furthermore, it takes political ad- 
vantage of a good neighbor. Obviously 
Canada would be reluctant to refuse 
our government cooperation on almost 
any proposal, regardless of its merit. 
Under normal conditions, the Cana- 
dian government, on the basis of past 
performance, has shown little enthu- 
siasm for this plan, despite pressure 
from Washington and Albany. It re- 
mains to be seen what will be done un- 
der the existing circumstances. 

In any event, the taxpayers in both 
countries will not feel very cheerful 
about this additional burden, when its 


cost, purpose, and time-consuming de- | 


mand on our resources become properly 
appreciated. The competitive threat to 
utility systems in adjacent territories is 
most severe. This is especially true of 
certain railroads whose future traffic 
volume can be very adversely affected. 
What is done in regard to this St. 
Lawrence project and with the Passa- 
moquoddy venture, the Florida ship ca- 


e 


nal, and others, will furnish an indi- 
cation of how much the administration 
is interested in sacrificing costly experi- 
ments to the needs of the moment. So, 
too, will the attitude of the SEC on the 
matter of dissolving utility holding 
companies show whether it is interested 
in reaching a workable solution to the 
problem in conformance with the ex- 
pressed wishes of Congress, or 
whether it is determined to use the act 
as a vehicle for radical reform ideas 
of its own. 


ow, a reader may say, “Well, I 
have followed your reasoning up 
to here and I agree. I think we are 
headed toward state socialism. We are 
being drawn into the war. The govern- 
ment is not only taking away my earn- 
ings in taxes but, in the case of holding 
company equities, it is actually ruining 
values and causing me loss of capital. I 
see all this and I deplore the trend, but 
what am I to do about it ?” 

That is a hard question to answer. 
But, before anything can be done about 
it, we must at least recognize the situa- 
tion for what it is—a studied plan to 
nationalize the public utility industries 
and to destroy private enterprise there- 
in throughout the United States. 
Whether this will stop with the utilities 
(or indeed whether it can be stopped 
short of invading other fields of com- 


chairmen, which is comparable to an industrial company 


q “... the SEC, in its eight years of existence, has had several 


changing its president each year or two. Regardless of what 
kind of business is being run, the personality of the boss ts 
an influence, and this is especially true in a new enterprise, 
which it would be proper to call the SEC. Added to this situa- 
tion are the difficulties always attendant upon a rapidly grow- 
ing organization, whatever it be.” 
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mercial enterprise once the utilities 
have been absorbed in the orbit of gov- 
ernment ownership) is a debatable 
question. But it is no accident that the 
Federal government has undertaken to 
smash the backbone of corporate or- 
ganizations in the utility field through 
the Holding Company Act just at a 
time when the control of public power 
agencies is being so centralized in 
Washington that the biggest power 
trust in history is being created under 
the thumb of the Secretary of the In- 
terior. 

Not everyone within the administra- 
tion is a party to this strategy to so- 
cialize utilities. There have been many 
— perhaps a majority — administra- 
tion officials who “go along” with 
these antiutility policies on the theory 
that they are disciplinary reforms, or 
conservation measures, or simply good 
politics. 

But the Communists in the United 
States have shown us how a small, 
well-organized minority, which knows 
exactly what it wants and how to get 
it, can bring a majority of non-Com- 
munists to do their will without know- 
ing it. So, also, a small group of per- 
haps perfectly sincere idealists, so sit- 
uated in authority at Washington that 
they can make every phase of govern- 
ment policy, even national defense, 
serve as a medium for taking further 
steps toward their goal. 


Ove this program is understood, 
the various antiutility steps which 
have been taken by other means emerge 
as part of a single pattern. There are 
many such steps: the Holding Com- 
pany Act, in the field of finance; the 
TVA, in the field of conservation and 
flood control; the St. Lawrence pro- 


NOV. 20, 1941 


posal, in the field of navigation; the 
exiling of executives of the utility in. 
dustries from participation in na- 
tional defense duties at Washington 
(OPM) ; the rural electrification pro- 
gram, ostensibly to help the farmers; 
the reclamation program in the Far 
West; and other ramifications of Fed- 
eral government activities. 

The process goes on so gradually 
that the objective may become an ac- 
complished fact before the public is 
aware of it. That is where the first 
challenge can be made. Citizens can de- 
mand a showdown. They can do this 
through their Congressmen. They 
should demand to know frankly 
whether it is the resolution of the Fed- 
eral government to destroy private en- 
terprise in the electrical utility field. If 
so, does that determination go further 
into other utility fields and into other 
industrial fields ? No more laws should 
be passed, no more funds should be 
appropriated, which further the anti- 
utility policies of the Federal govern- 
ment, no matter how persuasive or rea- 
sonable the explanation might appear 
to be at the particular time, unless and 
until forthright answers to these basic 
questions are forthcoming from the 
administration. . 


6 some this time of emergency the 

government is entitled to our uni- 
fied support. But, on the other hand, 
the people are entitled to honesty from 
their own government in stating its ob- 
jectives in the domestic as well as the 
international field. 

If the Federal government really 
does envisage a socialistic state of af- 
fairs in the post-war period, it should 
be frank to admit it; if not, it should 
not hesitate to say so. 
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The Utility Bond Market 


Bond buyers, says the author, like all followers of 

the financial markets are subject to the jitters and 

often let rare bargains sleep indefinitely, either 
through cold feet or inertia or both. 


By WILEY F. PATTON 


matical formulae and the prices 

of comparable issues. Accord- 
ingly, the’ characteristics of the bond 
market can be described with a yield 
book more accurately than any measur- 
ing stick can describe the stock market 
or general business conditions. This is 
by no means to be taken as saying that 
the bond market always makes sense, 
but rather that it comes nearer to mak- 
ing sense at all times than the stock 
market or the commodity markets. 
Bond buyers, like all followers of the 
financial markets, are subject to the jit- 
ters and often let rare bargains sleep 
indefinitely, either through cold feet or 
inertia or both. Where high-grade is- 
sues are concerned, however, this is 
rarely true. 

The mathematical formulae of the 
yield book never vary. Regardless of 
the general price level of bonds, an ac- 
curate mathematical comparison of 
yields is only a matter of seconds when 
the yield book is being used. 

For a long time, tax-exempt Treas- 


B OND prices are based on mathe- 


675 


uries and the yield books were the only 
landmarks in the wilderness of the 
bond market and these Treasuries were 
more comparable to the tax-free obli- 
gations of states, counties, municipali- 
ties, and public authorities than to any 
other part of the bond market. No one 


‘knew the market value of tax exemp- 


tion and this factor was a matter to 
“guess b’ gosh.” 

There are now three guides to the 
bond market where there had been only 
two. Taxable Treasury bonds, plus the 
yield books, now have removed the 
guess as to what tax exemption is ac- 
tually worth. With the yield book as a 
reference, the guideposts provided by 
taxable and tax-free Treasury yields 
are seen to move in their relation to 
each other as the market value of tax 
exemption varies with the tax load and 
market sentiment. This variation will 
continue so long as the two types are 
available in the market. 

Treasury paper prices, unquestion- 
ably the key to the whole price struc- 
ture of the bond market, should be ex- 
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amined in detail for additional hints 
as to what theories will reconcile bond 
prices. Federal reserve notes in the 
form of currency (being instantly 
negotiable) habitually circulate for 
long periods of time but bear no inter- 
est. This is the most liquid of invest- 
ment media. Next in negotiability and 
liquidity come Treasury bills, usually 
maturing ninety days from the date of 
issue. While these bills occasionally 
sell at a slight premium because of cer- 
tain features of our tax laws, generally 
there is a slight discount when these 
bills are sold so that at maturity there 
is a slight increase in capital to the pur- 
chaser when the bills are paid in full. 


bernie notes and Treasury 
bonds yield more than Treasury 
bills, the higher yield corresponding 
roughly to the longer maturity. When 


investments are made for long periods, 
more things can happen before the 
media mature and a higher yield is an 
essential compensation to the investor 
for undergoing the risk of the un- 
known inherent in the longer maturity. 
(In the past, short-term funds have 
yielded more than long-term issues, 
but this has not been true for the past 
eight years. ) 

Tax-free Treasury bonds are avail- 
able which mature over the next sev- 
eral years and thus provide an accurate 
measure of the worth of riskless tax- 
free funds for varying periods. Tax- 
able government issues do not cover as 
great a variety of maturities as the tax- 
free group, but enough have been sold 
to provide a reliable guide to the mar- 
ket value of riskless taxable funds over 
the intermediate term. 

Another feature of the Treasury 
fund market is so obvious as to escape 


attention, and that is the minute varia- 
tion in which price changes are noted, 
Cash is always par. Treasury bills are 
quoted to the fourth decimal place. 
Prices of the longest-term government 
bonds are regularly quoted on the stock 
exchange in variations of 1/32 point, 
roughly equivalent to 3 cents on each 
$100 par value. Some trades have been 
made in variations of 1/64, equivalent 
to about 15 cents per $1,000 par value. 
Large-scale arbitrage between ma- 
turities by large holders for a few 
32nd’s of a point insures that the gov- 
ernment bond market will be consistent 
with itself so far as. its various ma- 
turities are concerned. 


yen holders of government bonds 
(as well as municipal bonds) 
sometimes trade with each other “over 
the counter” thus eliminating broker- 
age commissions. Government bond 
specialists are forced to maintain posi- 
tions in these bonds so as to be able to 
deal as principals and not as commis- 
sion brokers. A moment’s thought 
will easily explain how this has oc- 
curred. That portion of the govern- 
ment bond trading executed on the 
New York Stock Exchange bears mute 
evidence to the effect of double com- 
missions on trading activity. Both 
buying and selling commissions retard 
trades there except where purchases or 
sales are made for the account of stock 
exchange firms (in which case only a 
single commission separates buyer and 
seller). Where yield books to six or 
more decimal places hold absolute 
sway, double commissions so expand 
the differential between the prices paid 
and prices received that trading is vir- 
tually stagnated except during periods 
of extreme upset in the market place. 
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THE UTILITY BOND MARKET 





OPERATING ELECTRIC COMPANY BONDS 
QUALITY AND COUPONS—MAY 30, 1941 


OreN MARKET ISSUES 
(Millions of Dollars) 


Best 
Grade (*) 


$65 2 
86 


High 
Grade (*) 


Good 
Grade 


4 $32 
9 136 
8 295 
. 
i 
14 


Coupon 
Rate 


249 
133 
174 
15 
14 


$1,048 


106 
$836 41 


Noncall. 


Total $2,132 88 


65 63 


Medium 
Grade (*) 


TVA 
Etc. (*) 


Lower 
Grades 


(*) 
3 
7 $1 
i4 mi 


* 


* $273 20 


$273 20 


(*) Number of issues making up par value shown. 


In contrast with the government 
bond market, the corporate bond mar- 
ket appears deceptively sloppy, hap- 
hazard, and unreliable. Dealers in 
corporate bonds hesitate to maintain 
positions in such issues during periods 


of market uncertainty. Accordingly, 


e 


the result is that most of the trades in 
this type of bond are subject to dou- 
ble commissions and taxes, amount- 
ing to over $5 per $1,000 per bond, 
as compared with very much lower 
commissions in trades in Govern- 
ments. 





MILLION 
MILLIONS Key 
OF Yi 
DOLLARS ield 
2.90% 


[A 





MILLIONS 


P Price of 30-year bond with various 
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Weecrameag niin charged for effecting 
trades in corporate securities ap- 
pear large enough to discourage trad- 
ing completely and this is almost lit- 
erally true of the best grades of cor- 
porate issues. Where the quality of the 
obligation is open to some question, 
however, appraisals by different traders 
of the worth of a particular bond may 
vary so widely as to promote active 
trading over extensive periods. 

To illustrate this point, a personal 
experience five years old is still remem- 
bered. The writer once applied for a 
job as a security analyst with a con- 
servative and influential institution 
with a wealthy clientele, to whom finan- 
cial advice was given. This institution 
had enough funds of its own to invest 
to make a research staff mandatory, but, 
in addition, gave its more important 
clients financial advice, presumably 
without fee. My qualifications and ref- 
erences were apparently satisfactory. 
All that remained was to be told when 
to report for work, when suddenly the 
following question was asked, “What 
do you think the bonds of those com- 
panies threatened with TVA competi- 
tion are worth?” 

My reply was to the effect that one 
per cent extra yield should compensate 
the bondholder for this risk. Since the 
prominent bond issues threatened by 
TVA competition were selling in the 
60’s, and my reply had indicated that, 
in my opinion, the bonds should be sell- 
ing at par, the interview was over. The 
job was not for one so unconventional 
as to disagree with the market. Since 
that time the Georgia Power Company 
5’s have been refunded with 33’s at a 
differential under comparable issues of 
considerably less than one per cent in 
yield. 
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S° far we have considered only one 
specific type of bond at a time to the 
exclusion of all else. To make cor- 
respondingly specific statements or in- 
ferences about the 331 utility issues 
dealt with in this article, these issues 
have been divided into very specific 
groups. The securities discussed are 
all bonds of operating companies whose 
principal business is the rendering of 
electric service and power to customers 
in the United States. Securities of 
Canadian companies are excluded be- 
cause of exchange restrictions. Trac- 
tion, water, natural gas, manufactured 
gas, telephone, telegraph, and holding 
company securities, while all are obli- 
gations of public utilities, are excluded 
from the discussion because the busi- 
ness and profits prospects of these in- 
dustries are not the same as those of 
the operating electric light and power 
industry. 

In comparing securities of similar 
description, it is entirely unnecessary to 
consider the prospects of the industry 
whose securities are discussed, inas- 
much as the whole fabric of these se- 
curity prices would be questioned in the 
course of such a study. Such a discus- 
sion, while interesting, would contrib- 
ute nothing to the aim of finding bar- 
gains in the market. Should one desire 
to hold a telephone bond or a water 
bond at a bargain price, he would com- 
pare all available telephone bonds or all 
available water bonds before making a 
choice, in much the same way as the 
present study is made. In the end, there 
is no assurance that there are amy bar- 
gains in the bond market. If there are 
any bargains in the utility bond mar- 
ket, however, the chart on page 677 
shows the exact description of quality, 
coupon rate, and approximately how 
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The Corporate Bond Market 


“<7 contrast with the government bond market, the corporate bond 

market appears deceptively sloppy, haphazard, and unreliable. Deal- 

ers in corporate bonds hesitate to maintain positions in such issues during 

periods of market uncertainty. Accordingly, most of the trades in this 

type of bond are subject to double commissions and taxes, amounting to 

over $5 per $1,000 per bond, as compared with very much lower commis- 
sions in trades in Governments.” 





good the bargain is as compared to 
present prices. 


Rese chart (on page 677) of 331 
utility bond issues, showing many 
specific details which would neces- 
sarily be badly slurred by a verbal de- 
scription, reveals many interesting as- 
pects of this important segment of the 
bond market : 


First, about 75 per cent of the par 
value of the utility bonds available in 
the open market are rated in the first 
three quality classes, while 86 per cent 
are included in the first four classes. 


SEconpD, slightly more than 50 per 
cent of the total par value carry 
coupons of 34 per cent or less, while 
less than 30 per cent have coupons 
above 4 per cent. 


THIRD, most of the high coupon 
bonds are small, are of poorer qual- 
ity, or neighbor Federal power 
projects. 


FourtH, noncallable bonds and 
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bonds which may not be called until 
some future date are generally small 
and form but an insignificant part of 
the market (about 5 per cent). 


To facilitate the search for bargains, 
the bonds of similar quality have been 
grouped together, irrespective of ma- 
turity dates. The yield for each class of 
bond is taken to be the representative 
yield available at the current market 
where the market price is not affected 
by the call price of the issue. This yield 
has been taken as a guide because an 
average yield for any quality of bond 
is meaningless without adequate defini- 
tion. For example, it is not necessary 
to look very far in any bond table to 
discover low coupon issues selling at a 
higher price than a higher coupon issue 
of the same quality because the high 
coupon invites refinancing. Accord- 
ingly, it is commonplace at present for 
a top-flight bond with a 34 per cent 
coupon to sell at a lower price with a 
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correspondingly higher yield than a 
bond of similar quality with a 34 per 
cent coupon, because the danger of 
losing the bond at its call price is greater 
for the 34 per cent issue. 


O* the accompanying chart, prices 
of a 30-year bond with varying 
coupons, but yielding the amount rep- 
resentative for its quality, have been 
noted as a guide as to what the issues 
are worth, disregarding maturities and 
call prices. While several short-term 
bonds have been included in the chart, 
the price of a 30-year bond is used as a 
standard. 

It will be noted that the representa- 
tive yield of 2.70 per cent applying to 
the best quality is about in line with 
the yield on such issues bearing 23 per 
cent and 3 per cent coupons in the pres- 
ent market. Whether, as compared 
with taxable government bonds, the 
bonds are worth much more or much 
less than the prices quoted, depends en- 
tirely on the requirements of the in- 
vestor and his tax liabilities. As point- 
- ed out above, the search for bargains 
must be made at present market levels 
and it is not the intent here to question 
the level of prices but to find bargains 
at the present levels. For example, the 
best-grade 34 per cent issues shown on 
the chart, if 30-year bonds yielding 
2.70 per cent, would be worth 116% 
if they could not be called at 105, as is 
the case in many instances. 

A glance at the chart and at the bond 
tables of a good daily newspaper will 
convince anyone that there are few 
bonds of operating electric utility com- 
panies selling below their call prices. 
The chart indicates where the bargains 
are most likely to be found and it is 
commonplace for rare bargains to be- 
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come available during periods of mar- 
ket uncertainty. An indication as to 
how good each bargain really is would 
be shown on the chart. Should the best 
grade of bond decline suddenly to a 3 
per cent yield basis, several 34 per cent 
issues would undoubtedly be sold at 
their call prices of 105 to 107, which, 
on a yield basis, would be about $50 per 
$1,000 bond too low. This happens 
often enough to make the bargain hunt- 
ing interesting. 

Many of the unrefunded bonds are 
small issues with only a poor market. 
However, as the refunding process 
continues, the proper price comparisons 
become less and less open to question, 
and the marketability of these smaller 
issues of bonds improves, because more 
and more investors are searching for 
them as they become ever more scarce. 


U should be noted that this study has 

related so far entirely to the present 
supply of bonds available in the open 
market. In buying new issues, two im- 
portant factors must be considered. 
First, the underwriting spread (the 
spread between the price paid the issu- 
ing company and the price asked the 
public by the underwriters) has been 
13 to 23 points, depending on the qual- 
ity of the issue. Seventeen dollars and 
fifty cents to $25 on a $1,000 bond is 
unquestionably high as compared to the 
exactitude of the yield book, but this 
spread must be paid an underwriter, ex- 
cept in private purchases, where whole 
issues are bought directly by the 
investor. 

On the other hand, so long as the 
underwriters hesitate to hold corporate 
issues in the same way they hold gov- 
ernment bonds or municipal bonds, this 
spread can hardly be diminished. When 
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large issues are bought competitively, 
the price to the public is likely to be a 
fraction to a point above the market. 
Sometimes this offers no obstacle to a 
successful offering, because large 
blocks are available and it is not the 
policy of many buyers to haggle over 
eighths or quarters when there is a de- 
mand for bonds and there are bonds to 
be had. 

At other times, when the de- 
mand for bonds is slow, a 2-point dif- 
ferential in favor of a new issue is not 


enough to prevent a resounding flop. 
This is a fact that Wall Street has 
learned painfully, over and over again, 
but to which it has never become quite 
reconciled. 

Over a 2-year term, the best buys, 
available in quantities, are those buys 
at the bottom of the slump following 
an unsuccessful offering, provided it is 
the market and not the issue that is to 
blame. Where adequate comparisons 
are available, a bond man worth his salt 
can tell very quickly. 





State Socialism in the Offing 


“TS the guise of a national emergency and under the 
enormous power granted by the lease-lend law we may 
expect the administration of the United States to complete 
phases of its program which never would be sanctioned by a 
complacent populace in a time of serenity. Before this emer- 
gency is over, we will, through our government, through our 
dictatorship, if you please, take away from the hands of a few 
exploiters the control of great natural resources which properly 
belong to all the people of the nation, 


“If you wish me to talk still plainer, I will say that before 
Mr. Roosevelt is deprived of his national emergency powers, the 
American government will have become one of modified, how 
modified I cannot say, state socialism. It will, however, still be 
called a democracy. 

“I don’t know whether that is his intention or not because 
he does not confide in me. But, unless I am guessing wrong, the 
Federal government will own or control far more closely than 
heretofore the electric power, the transportation systems, and 
the financial institutions of America.” 

—GeEorcE D. AIKEN, 
U.S. Senator from Vermont. 
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The Relation of Price Control 
To the Utilities 


The companies should be in favor of the general idea, thinks 

the author, since their rates are already under a ceiling fixed 

by the regulatory commissions and subject to too slow a regula- 

tory process to keep pace with spiraling increases in wages and 
other operating expenses. 


By T. N. SANDIFER 


O one, so far as published rec- 
N ord exists, canvassed the util- 
ity industries on whether or 
not they favored national price control 
by a central government agency. If the 
- industries had been subject to an of- 
ficial poll the answer probably would 
have closely resembled one that a 
writer got on submitting an article on 
the desirable effects of scientific nu- 
trition, to the head of a department 
very much involved in a technical con- 
troversy on the subject. 

The latter official, trying to stay on 
the fence in a controversial issue in- 
volving the refinements of nutrition 
problems, okehed the manuscript with 
the following notation, duly initialed, 
“Certainly—I’m in favor of food, 
anyway.” 

Leon Henderson got off to a bad 
start with his House committee when 
the price-control bill was presented. 
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While the hearings were still on, with 
himself as the principal defender of 
the bill as drawn, and in fact of the 
whole proposition of governmental 
ceilings on prices, he signed his name 
to a series of price-ceiling orders, and 
other attempts at commodity regula- 
tion, as head of the now superseded 
“OPACS” that proved to be very bad 
guesses on the part of whoever in his 
agency had drawn the documents in 
question. 

The fact that two of the three in- 
volved such vital regional commodities 
as textiles and southern pine lumber, 
and were so very badly out of line as 
to cause Henderson immediately to 
modify his rulings, gave solid ammu- 
nition not only to his personal oppo- 
nents but to those who questioned the 
whole philosophy involved in the pro- 
posal. 

Further, the bill was subject to the 
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charge of lop sidedness, not to say 
futility, to the extent that its two prin- 
cipal omissions were allowed to stand 
as some control of spiraling agricul- 
tural costs, leading to higher food 
prices, with the corollary certainty that 
wage demands without some restraint 
would follow in every field. Almost 
the first tangible reaction in the utility 
field was occasioned even before Con- 
gress resumed hearings, after the late 
summer recess, on Henderson’s draft 
of price-control legislation. 


HE Washington Gas Light Com- 
pany, which has a very moderate 
rate schedule and has maintained this 
schedule in the most booming city of 
the nation — the national capital — 
has just announced, as this is written, 
that it will pay its employees “defense 
emergency compensation” under 
which those receiving less than $300 
per month will be paid each month an 
increase representing a percentage of 
their salaries equal to the current per- 
centage of the increased cost of living. 
This one case will illustrate the en- 
tire argument for price control, so far 
as the utilities are concerned. Operat- 
ing themselves on long-time fixed re- 
turns, with a popular psychology 
against any increase in a given individ- 
ual instance, the utility industries face 
such hazards as increased outlays for 
wages, as well as for maintenance and 
equipment inventories. The Washing- 
ton Company recognized a 3 per cent 
raise in local living costs, but fixed a 
maximum of 10 per cent in its emer- 
gency supplemental payrolls; if the 
capital’s living costs go above 10 per 
cent, as might easily happen, the com- 
pany will pay up to this maximum for 
such an emergency. 
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Meanwhile, the Washington transit 
service, the electric light company, the 
telephone company, have all been sub- 
jected to increased outlays to keep 
pace with expanding demands for 
service there. If these companies ap- 
pealed for higher rates, such potential 
increases would immediately be 
lumped in the public mind with other 
added costs of living, thus accelerat- 
ing the spiral. 


"h yesemages: with defense installa- 
tions dotting the entire nation, 
frequently in small communities where 
the ordinary demand would never sup- 
port such increased services, and 
which, once the emergency has passed, 
will lapse into this status, the Wash- 
ington situations are being repeated 
elsewhere. Nationally, the railroads 
are confronted with a wage demand 
directly attributable to the emergency, 
but their rates are not at present under- 
going any such reconsideration. And 
these situations are not arising in the 
wage field alone. 

Virtually every item entering into 
equipment production, maintenance, 
and new installations is now on some 
critical strategic list, or is otherwise 
being rationed like water in a drifting 
lifeboat — plasties, copper,—especially 
this metal; zinc, rubbe , silk, rayon, 
chemicals, steel, aluminum, and a long 
list of others. The distribution of pow- 
er itself, not to mention its subordinate 
services of ‘eat, light, communica- 
tions, and transportation, is virtually 
subject to priority in many communi- 
ties already, and before the winter is 
out, may be universally watched by 
some central agency or other, if not ac- 
tually put under such agency’s thumb 
for defensive purposes. 
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Early in the fall a threatened rise 
in the price of anthracite coal was met 
with action setting a price, and this in- 
stance, too, can be multiplied from the 
files of OPM, OPACS, and other al- 
phabetical designations at Washing- 
ton, which have acted under powers 
granted them by proclamation, or by 
bare-faced arrogation, according to 
circumstance. This, it should be noted, 
is prior to congressional action on the 


price bill as such. 
. the extent that such ceilings 
have been applied on commodi- 
ties, metals, and other supplies in de- 
mand by utility services, they have 
met, in part, some of those industries’ 
principal arguments in favor of gen- 
eral price control. 

At present, however, utilities are 
confronted with a double obstacle in 
obtaining supplies and equipment. 
They must take their turn in line at 
the window; then, if a price has not 
been set, they must meet that price, 
however high it may have been pushed 
by the crowd waiting to get some part 
of the material needed. On the first 
score, the general position of author- 
ities concerned has been to rate utili- 
ties high on the scale of preference 
when rationing either goods or other 
needs, 


q 


€ 


Under existing regulation, as this 
is written, a stream-lined preference 
rating of high potency effects priority 
for equipment for maintenance or for 
repair parts in demand by public utili- 
ties, including carriers and railroads, 
municipal services, terminals, shipping 
and its terminals, commercial radio, 
research laboratories, telephone and 
telegraph communications, and sup- 
pliers in these fields. 

There remains some question of the 
individual company’s place, but in few 
instances indeed have these failed of 
ability to show defense need. Even in 
the case of the Rural Electrification 
Administration, it was ruled that ex- 
tension of electrical services to rural 
areas was essential, on grounds of 
morale as well as defense demands. 

Regarding a specific commodity, 
copper has had a typical history in the 
emergency. First used as a substitute 
for aluminum, then for zinc, today 
copper is much scarcer than zinc, and 
in addition to requiring a high prefer- 
ence rating a price ceiling has protect- 
ed those consumers who must have it, 
at any price. 


HE utilities, however, have not 
been in the position of arguing 
for price control for their own bene- 
fit, and doing nothing to help the sit- 


“THE Washington Gas Light Company, which has a very 
moderate rate schedule and has maintained this schedule n 
the most booming city of the nation—the national capital— 


has just announced as this is written, that it will pay its em- 
ployees ‘defense emergency compensation’ under which those 
receiving less than $300 per month will be paid each month 
an increase representing a percentage of their salaries equal 
to the current percentage of the increased cost of living.” 
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uation otherwise. One major telephone 
system, Bell, has launched a program 
of materials substitution which, it is 
estimated, will save more than 5,000,- 
000 pounds of metals all essential for 
defense requirements. Among these 
will be enough aluminum to build 275 
fighter planes, almost one-third of a 
million pounds of nickel, more than 
3,000,000 pounds of zinc, and 8,300 
pounds of magnesium, with additional 
economies forecast for the coming 
year. In both its manufacturing divi- 
sions and other activities, it is conserv- 
ing metals and other materials, and in 
addition reclaiming a high percentage 
of valuable supplies. 

With this picture of the pressure 
now existing against virtually every- 
thing utilities require for the ordinary 
operation of their services, it is easy to 
see that a tremendously augmented 
overhead would have resulted already, 
on the majority of such organizations, 
in meeting repair and maintenance re- 
quirements without such control over 
both allocations and prices as has been 
ordered to date. It is questionable in 
fact, if many materials might still be 
available. 

Even so, this is a rather narrow side 
of the question at issue. Utilities are 
so obviously of an essential category 
that they may feel sure of getting a 
fair portion of whatever is available 
of the vital materials they need. Un- 
fortunately, that does not end their 
problem. 


Us some limit occurs some- 
where along the line in the 
prices paid for these materials, the re- 
sulting addition to the annual budgets 
of such services and companies inevit- 
ably forces the issue of local appeals 
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for rate increases. The utilities then 
come in competition with the local 
grocery stores, the apartment house 
managements, owners of houses 
rented, and other purveyors and vend- 
ors, all likewise fighting for a larger 


‘share of the wage earner’s salary, and 


he in turn, goes back to his employer, 
including the utilities, for a larger re- 
turn. That is where Mr. Henderson 
has said he expected to come in. Notice 
that his initial and first name, Leon, 
have been omitted. There is only one 
Mr. Henderson, and if price control 
has been enacted finally, as this is writ- 
ten, and Mr. Henderson has been es- 
tablished as price controller, the fact 
will be unmistakable. 

Price control, in the view of those 
who have advocated it, whether in the 
form of the present bill or some other 
administrative process, would obviate 
a considerable part of this spiraling. It 
has been argued specifically that the 
advent of first, OPACS, then the divi- 
sion of that symbol into OPA, or Of- 
fice of Price Administration, has been 
none too soon, even without the author- 
ity of the legislation which was debated 
all summer and into fall. As a matter 
of record, and Leon Henderson’s own 
admission, much of whatever price 
restraint took place in that period was 
persuasive, where it was not simply a 
matter of bulling the price desired into 
effect. “OPA,” in the words of one ad- 
vocate, “provides an American type of 
defense against inflation.” 


N the words of the same defense, or 
others, there is in the statement of 
purposes of the price-control proposal 
nothing that can be taken as a prohibi- 
tion to an honestly conducted business 
from making an honest profit. 
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Substitution of Materials 


cé O NE major telephone system, Bell, has launched a program of mate- 

rials substitution which, it 1s estimated, will save more than 5,009,- 

000 pounds of metals, all essential for defense requirements. Among these 

will be enough aluminum to build 275 fighter planes, almost one-third of 

a million pounds of nickel, more than 3,000,000 pounds of zinc, and 8,300 

pounds of magnesium, with additional economies forecast for the coming 
year.” 





To this, in turn, opponents have 
cited Henderson’s aforementioned bad 
guesses on lumber, which put a lot of 
small concerns temporarily out of ac- 
tion, and was cited in the immediate 
flare-up in Congress as about to put all 
the southern lumber industry out of 
business ; and on textiles, with the same 
effect ; and on trading in fats and oils, 
which last he likewise had to complete- 
ly rescind, in effect. Disastrous, every- 
one of these, said opponents. 

And so, runs the opposition view- 
point, would be a general program of 
this kind—they would prefer to risk 
conditions as they were. However, a 
close analysis of most of the price-con- 
trol projects reveals that they are con- 
cerned primarily with control over 
everyday costs of the individual, his 
rent, in the case of congested defense 
areas, consumer protection (rather 
vague term that needs expanded inter- 
pretation), and a proper allocation of 
his needs in various elements. 
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Those favoring the program have 
gone to the length of blaming the gov- 
ernment’s assumption of railroad op- 
eration in the last war on the inability 
of the roads to meet rising costs in the 
absence of such controls as have been 
attempted, or are still being sought for 
the present emergency. 


dens price control abrogates, for 
the moment, the free play of sup- 
ply and demand has been freely con- 
ceded by Henderson himself, but as the 
argument goes, such suspension has 
been proved, in the case of the critical 
and strategical materials on which ac- 
tion has been forced so far, to be vital 
for the welfare of those industries that 
require such materials. If this is so for 
industry, the contention follows, isn’t 
it so in the case of the individual? 

In the present situation, so far as in- 
dustry is concerned, there is general 
recognition of the fact that some cen- 
tral, official source of power to obtain 
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and distribute essential industrial items, 
especially metals, was vital the past 
year. If to this power is added the 
further authority to say at what price 
industry can obtain these supplies, and 
even to say what share each shall have, 
there are those who will hold that it is 
the only course at the moment. 

They picture the telephone industry, 
for instance, fighting with some de- 
fense plant, such as aviation, for copper 
in the open market, and answer their 
own question as to the result with one 
word, “chaotic.” A form of price level- 
ing, they forecast, will make for stabi- 
lized inventories, yearly budgeting of 
operating costs, planned outlays, and 
other operations on something ap- 
proaching a normal basis. 

For industries, such as communica- 
tions, transit services, and other utili- 
ties that must figure coal, power, labor, 
material prices, expansion of demand, 
and a thousand other factors in their 
forecasts, and in their relations to the 
consuming public, such a single stable 
element as a known price might have 
its points, runs the argument, and not 
alone from industrial sources. 


i is noteworthy at this stage that 
utilities as a group have been spe- 
cifically exempted, in fact are not even 


mentioned, in the price-control meas- 
ures so far considered. Leon Hender- 
son himself recognized their position, 
and counted them on his side, when he 
remarked one day that he could not see 
why price control would benefit them, 
inasmuch as they themselves are under 
a ceiling already, so far as their returns 
are involved. 

In this connection, any rise due to 
inflationary effects is almost certain 
to be a rapid occurrence—too rapid for 
any such remedial process as the utility 
company has access to at present, such 
as appeal to a local utility regulatory 
body for revision of local rates to meet 
such costs. The process here is still a 
lengthy one, and subject to many 
checks that might keep it in suspense 
while the added overhead, which was 
the source of the appeal, continues to 
mount. 

So, like the official quoted at the be- 
ginning of this, many organizations 
concerned, while uncertain as to the 
current proposal, whether by adminis- 
tration of an individual or a board, or 
whether it continues in its informal, 
but effective, prelegislative form, feel 
that they are in favor of the general 
idea. They are “in favor of food,” so to 
speak, and on that premise few have 
been found to dispute the ground. 





Life Insurance an American Bulwark 


GG YN. the midst of the swirl of uncertainty that surrounds us, the 

institution of life insurance stands as a monumental witness to the 
industry and enterprise and intelligence and thrift of the American 
people. The institution of life insurance is, in a very real sense, a bulwark 
of our American civilization. Upon it depend the hopes and aspirations 
of millions of people. Keep it free, keep it clean. Protect it from economic 
adventures and protect it from political theorists. Guard it, because while 


it lives, 


and fait lives in America. 


ersonal security lives, and free enterprise lives and hope lives 
” 


—Raymonp Mo1ey, 
Contributing editor, Newsweek. 
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The TVA Accounting 
Vendetta 


Controversy between the valley power authority 
and the comptroller’s office not quieted by the ap- 
pointment of New Deal Comptroller General. 


By ANDREW BARNES 


HEN, last year, President 

W Roosevelt appointed Lindsay 

Carter Warren of North Caro- 

lina as Comptroller General of the 

-United States, New Deal bureaus and 

agencies breathed easier. None heaved 

a bigger sigh of relief than the Ten- 
nessee Valley Authority. 

Mr. Warren, a member of the House 
of Representatives, was a loyal New 
Dealer. For eight years he had sup- 
ported the administration, until he was 
accounted not only one of its most 
sympathetic legislative proponents, but 
among the top dozen of its torch 
carriers. 

It was Mr. Warren who directed 
and waged much of the administration 
strategy in the attempt to pass the first 
reorganization bill. More significantly, 
he fought hard against the arguments 
of those who contended this measure 
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would literally nullify the General Ac- 
counting Office which he was later to 
occupy. 

It was no wonder then that the bu- 
reaus and agencies breathed easier 
when Mr. Warren was sworn in as 
Comptroller General. It was even less 
wonder that the TVA was elated. For 
years it had conducted a vendetta with 
former Comptroller General John R. 
McCarl, and his successor ad interim, 
Acting Comptroller General Richard 
N. Elliott. 

McCarl and Elliott had contended 
that the TVA expenditures, vouchers, 
checks, and records were, under the 
law, subject to periodic General Ac- 
counting Office audits. The TVA, 
resting on the legal assumption that it 
was a government corporation immune 
from the general provisions of the Bud- 
get and Accounting Act, took exactly 
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the opposition position. The TVA re- 
lied upon the Supreme Court decision 
in Skinner & Eddy Corp. v. McCarl, 
which held that the old World War 
Fleet Corporation was not subject to 
General Accounting Office audit and 
control, adopting the theory that since 
TVA was a special government cor- 
poration, it at least had implied immu- 
nity under this decision. 

A wrangle was started that lasted 
throughout McCarl’s tenure of office, 
extended through Elliott’s term as Act- 
ing Comptroller General, and subsided 
enly for the brief period that former 
Senator Fred Brown of New Hamp- 
shire served in that office. 

Senator Brown had served as a 
member of the congressional commit- 
tee that investigated the TVA. The 
TVA’s independent spending policies 
had attracted considerable scrutiny in 
this inquiry. Senator and later Comp- 
troller General Brown approved thema- 
jority report which adopted the TVA 
arguments on its budget autonomy. 


ie: committee’s majority opinion 
sustaining the agency in its re- 
fusal to submit to the Comptroller Gen- 
eral’s control was not at all unanimous. 
The majority concluded that legislative 
dicta in no way established accounting 
office control over TVA;; held that the 
TVA had not, as charged, sought to 
impede the audits by refusing access to 
its records; condemned the “strait- 
jacket of red tape” of the accounting 
office; and rejected as generally “un- 
tenable” the position taken by the ac- 
counting office on most of the points in 
controversy. The minority report was a 
stinging dissent. 

“The evidence presented to this 
committee clearly establishes that TVA 
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is a beautiful example of bureaucracy 
out of control,” said the minority re- 
garding this controversy. “TVA has 
arrogantly defied the General Ac- 
counting Office when that agency 
sought to discharge its statutory duty 
with respect to TVA. This defiant at- 
titude might be slightly less reprehensi- 
ble if the TVA accounting technique 
was of such character as not to require 
any supervision or control from the 
General Accounting Office, but the 
amazing fact is that this record dis- 
closes an accounting situation best de- 
scribed in the words of the comp- 
troller of TVA (E. H. Kohler) as 
‘appalling.’ ” 

Fault had been found by the Federal 
Power Commission in the TVA ac- 
counting system, and recommendations 
had been made that immediate remedial 
changes be effected. 

Now the New Deal public power en- 
thusiasts had made much of alleged 
refusals of private utilities to throw 
open their ledgers and records to any 
and all government agents. On the 
campaign platform and in the halls of 
Congress this argument had been used 
with consistent regularity. Yet here 
was a government public power agency, 
financed by public funds, refusing to 
submit to an audit and control, not by 
an outside agency but by a related gov- 
ernment bureau charged under the law 
with inspecting its use of the hundreds 
of millions of dollars appropriated for 
it by the Congress. 


HE TVA had made one slight con- 

cession, although it steadfastly 
refused to send to the Comptroller Gen- 
eral its canceled checks, vouchers, and 
other documents. It did open this ma- 
terial for field auditors. 
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Refusal to Submit to Audit 


. the New Deal public power enthusiasts had made much of alleged 
refusals of private utilities to throw open their ledgers and records to any 


and all government agents. . 


. Yet here was a government public power 


agency, financed by public funds, refusing to submit to an audit and con- 

trol not by an outside agency but by a related government bureau charged 

under the law with inspecting its use of the hundreds of millions of 
dollars appropriated for it by the Congress.” 





The feeling of peace and quietude 
and confidence that settled over gov- 
ernment bureaus and TVA in particu- 
lar upon Mr. Warren’s appointment 
was roughly shocked, however, soon 
after he took office. He adopted the 
identical view of Mr. McCarl and Mr. 
. Elliott regarding General Accounting 
Office control. The TVA feelings 
must have been even more roughly 
shocked when Mr. Warren, after 
months of fruitless negotiations in an 
attempt to reach an amicable settle- 
ment of the controversy, chucked the 
TVA-GAO row into the lap of Con- 
gress with a request for plain and un- 
debatable legislative settlement of the 
argument. 

Legislation was sesaneianile% intro- 
duced by Chairman Andrew J. May of 
the House Military Affairs Committee, 
which handles the TVA’s legislation, 
to accomplish the objectives Mr. War- 
ren sought. This legislation has 
passed the House—on July 22nd—and 
is now pending in the Senate. 
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Now, one of the common complaints 
against McCarl and Elliott was that 
they were Republicans, and therefore 
were out of sympathy with the TVA 
and its objectives. No such charge can 
be lodged against Comptroller General 
Warren. 

“It is perhaps not necessary for me 
to state in this communication [asking 
the legislation] that I strongly appre- 
ciate the importance of the work of the 
Tennessee Valley Authority and have 
always supported legislation to enable. 
it to be prosecuted successfully,” Mr. 
Warren reminded Congress. “My rec- 
ord in this regard is known to members 
of both houses of the Congress, but I 
also strongly favor uniform and com- 
plete accountability of all government 
agencies for the disposition of public 
moneys entrusted to their use.” The 
argument could hardly have been put 
more concisely, in fewer words. 

Mr. Warren reminded Congress that 
under his conception of the law, as it 
was also construed by McCarl and EI- 
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THE TVA ACCOUNTING VENDETTA 


liott, he had two alternatives : He could 
permit the TVA to continue “to with- 
draw large sums from the Treasury for 
which no accounting is rendered”; or 
he could “withhold approval of requisi- 
tions for further advances from the 
Treasury” and leave TVA penniless. 
Mr. Warren advised Congress that to 
accept the first alternative would “be 
contrary to law and my official duty,” 
but that he was loath to adopt the sec- 
ond alternative and leave TVA with- 
out funds. 


HE TVA had complained that 

General Accounting Office control 
would deprive it of that “flexibility” 
required in conducting a business of de- 
veloping, distributing, and marketing 
power. Mr. Warren disposed of this 
argument. 

“When an agency of the govern- 
ment conducts its business under spe- 
cial grants of authority, permitting 
greater flexibility of action, the audit 
and settlement of its accounts in the 
regular way is in no wise inconsistent 
with the exercise of that flexibility of 
action, because in the audit and settle- 
ment full consideration must be given 
to the same special authority under 
which the agency’s business was con- 
ducted,” he said to Congress. Charges 
that the former officials were “preju- 
diced,” Mr. Warren reminded Con- 
gress, “have never seemed to me to 
merit serious consideration ; but even if 
justification for them could be found in 
the past, none now exists.” 

As a lawyer Mr. Warren likewise 
gave short shrift to the TVA conten- 
tion that the Fleet Corporation Case 
excused it from any budgetary control 
or accounting for the hundreds of mil- 
lions of dollars that it receives and 
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handles. The Supreme Court decision, 
said Mr. Warren, was limited to the 
Fleet Corporation, “and cannot be 
viewed as establishing or intending to 
establish any rule that the corporate 
status of any governmental agency ipso 
facto exempts it from accountability 
under the Budget and Accounting 
Act.” Moreover, he held that there are 
wide and material differences between 
the origin and the purposes of the 
Fleet Corporation and the TVA. 

These arguments brought the TVA 
toashowdown. The TVA was in good 
position to challenge Comptroller Gen- 
eral Warren’s knowledge of the law. 
He helped create the TVA. He had 
been one of its most consistent support- 
ers. He could not be accused of “preju- 
dice” or “republicanism” or ignorance, 
and stock arguments against some 
form of budgetary control over TVA 
fell flat under such circumstances. 

Moreover, it had become apparent, 
after years of wrangling, that some so- 
lution had to be found. Otherwise, if 
one agency could not trust another, 
what had government come to? 


| the course of the hearings on the 
bill finally approved by the House, 
the TVA and Mr. Warren agreed 
after several conferences upon com- 


promise legislation. The bill ap- 
proved by the House has loopholes, 
and is not perfect. It was devised in 
order to avoid an open fight between 
these two agencies of government, a 
renewal of the old feud that had 
straggled along for years. 

The bill, as shown by the Military 
Affairs Committee report, definitely is 
intended to “place the Tennessee Val- 
ley Authority under the jurisdiction of 
the General Accounting Office, and re- 
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quire them [the TVA] to transmit 
their vouchers, warrants, and other evi- 
dence of disbursements and expendi- 
tures, directly to the General Account- 
ing Office in Washington where they 
may be audited and settled.” This is an 
apparent improvement over the system 
of requiring GAO agents to audit the 
records in the field. It collects, or cen- 
tralizes, the TVA vouchers in Wash- 
ington, subject to the scrutiny of a 
larger staff of accounting experts. 

But there is a proviso at the end of 
the bill—the TVA-GAO compromise 
proviso—which materially weakens the 
measure. 

The proviso states 

“That, subject only to the provisions 
of the Tennessee Valley Authority Act 
of 1933, as amended, the corporation 
is authorized to make such expendi- 
tures and to enter into such contracts, 
agreements, and arrangements, upon 
such terms and conditions and in such 
manner as it may deem necessary, in- 
cluding the final settlement of all claims 

_and litigation by or against the corpora- 
tion; and, notwithstanding the provi- 
sions of any other law governing the 
expenditure of public funds, the Gen- 
eral Accounting Office, in the settle- 
ment of the accounts of the treasurer 
or other accountable officer or employee 
of the corporation, shall not disallow 
credit for, nor withhold funds because 
of, any expenditure which the board 
shall determine to have been necessary 
to carry out the provisions of said act. 

“The corporation shall determine 


its own system of administrative ac- 
counts and the forms and contents of 
its contracts and other business docu- 
ments except as otherwise provided in 
the Tennessee Valley Authority Act of 
1933, as amended.” 

The last paragraph of the proviso 
means little. It is the words empha- 
sized above that count. 

This gives the board cc cable 
latitude in spending public tunds, 
whenever it wishes to make a finding 
that the expenses are necessary to ful- 
fillment of the act. 

How far the board will stretch this 
proviso is undetermined, dependent 
wholly upon its’ judgment and good 
faith in arriving at a compromise with 
Mr. Warren. 


How there is an element of 
safeguard in the situation. Mr. 
Warren is a vigilant and conscientious 
public servant, deeply aware of his 
place as trustee for the public. If there 
were to be any effort to stretch this pro- 
viso beyond the bounds of reason, it is 
not to be doubted that Mr. Warren 
would again be before Congress, ask- 
ing for new legislation further to regu- 
late the TVA. 

The legislation, awaiting Senate ap- 
proval, is a definite improvement and a 
step toward settling an intra-New 
Deal vendetta that has raged for years. 
Significantly, no member of the 
House Military Affairs Committee dis- 
sented in the report which approved the 
legislation. 





“UNINTERRUPTED production of all that the national safety requires and 
of everything else that it permits must now be the first among our com- 
mon gt nag That is of more importance to the wage worker than his 


hourly rate of pay.’ 
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—EDpITORIAL STATEMENT, 
The Wall Street Journal. 
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Wire and Wireless 
Communication 


HE Office of Production Manage- 

ment was expected some time in No- 
vember to issue a “directive” that would 
give the Defense Communications Board 
(organized through the FCC) certain ad- 
visory powers in priority and allocation 
matters affecting the communications in- 
dustry. This was seen as the result of a 
meeting on October 29th of the DCB pri- 
orities liaison committee with a number 
of advisory “industry priorities repre- 
sentatives.” 

However, it was not expected that the 
DCB priorities liaison committee (which 
will probably exercise the new DCB pow- 
ers in cooperation with the OPM) will 
exercise any discretionary powers of its 
own to grant or withhold priority or al- 
location classifications. This power will 
probably be retained by the OPM and 
exercised through a special communica- 
tions officer or subsection set-up to ad- 
minister communications priorities upon 
recommendation of the DCB agency. 

At the October 29th meeting recom- 
mendations were considered for the clas- 
sification of communications services 
with respect to matters other than pri- 
orities. These went into matters of na- 
tional defense, civilian defense, and civil- 
ian supply. 

The new DCB set-up may have an im- 
portant place in the possible recommenda- 
tion for rationing of communications 
services at times and places where such 
rationing may be necessary. The plan for 
bringing DCB into the picture to codp- 
erate with the OPM staff sprang from 
the recognition that OPM had need of 
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the opinions of communications experts. 
It was expected that OPM would con- 
tinue to handle the actual procedure for 
clearing applications for priorities, en- 
forcing compliance, and determining 
basic policy with respect to allocation of 
“tight” materials such as copper, aside 
from recommendations which the DCB 
committee might make from the stand- 
point of industrial needs of communica- 
tions companies. 


*x* * * * 


HE Power and Communications 
Branch, Office of Production Man- 
agement, on November 5th released in- 
formation to guide applicants for proj- 
ect preference ratings in the electric, gas, 
water, sanitation, central heating, and 
telephone and telegraph fields. 
Instructions to applicants called for 
complete details of proposed construc- 
tion and proof of need of the project, in- 
cluding the following information: 


1. Name of the operating company or 
agency. 

2. The location of the project. 

3. A clear, short statement of the scope of 
the project and its relation to any existing 
or proposed construction. A map showing 
the relation of the project to existing facili- 
ties is essential. 

4. A comprehensive statement of the func- 
tional purpose of the project. 

5. A statement with supporting data as to 
the relation of the project to national de- 
fense. A tabulation should be submitted 
showing volume, type, and summary of 
major defense loads. 

6. A statement of the urgency of need for 
the proposed construction, including esti- 
mates of existing and scheduled dependable 
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capacities (and of reserve and net assured 
capacities in the case of electric utilities) 
and requirements for the next three years. 
In case of water and sewage treatment 
plants, the immediate need therefor shall be 
fully supported, preferably by summaries of 
analytical results and by a statement by the 
state department of health. 

7. If interconnections with neighboring 
utility systems exists, or are possible, state 
the extent and capacity to which they are or 
could be utilized, and the extent to which 
they could make available to others any ca- 
pacity of applicant’s system. If interconnec- 
tions exist and are not used, state why. 

8. The latest practicable date of intro- 
duction of the project into commercial op- 
eration. 

9. A statement of aggregate dollars cost of 
the project, and where applicable the re- 
maining cost where the project is under con- 
struction, both exclusive of labor. 

10. A schedule of the various larger ele- 

ments entering into the project. For each 
element list the expected sources of procure- 
ment, the latest practicable delivery date, the 
estimated dollars cost, exclusive of installa- 
tion labor. The aggregate dollars involved 
in these items should approximate 80 per 
cent of the total dollars involved in the proj- 
ect. 
11. A careful estimate of the total, and, 
where possible, the weight of the critical ma- 
terials involved in the entire project, such 
as copper, steel, cast iron, and aluminum. 


The application should be a sworn 
statement by an executive officer of the 
applicant. All applications shall be sub- 
mitted in the name of the operating com- 

“pany. 

Applicant in cases of specific neces- 
sity may ask at a later date for prefer- 
ence ratings on individual elements of 
the project higher than that assigned to 
the project, submitting such requests on 
form PD-1. 

A project application is expected to 
cover all elements necessary to the effec- 
tive use of the construction. For ex- 
ample, an application covering a trans- 
mission line should include switching 
equipment and transformers, and all 
appurtenances and accessories necessary 
to its use. 

The application should be prepared on 
84-x-11-inch paper and bound ina folder. 
The applicant should mail two copies of 
the application to: J. A. Krug, Chief, 
Power Branch, Office of Production 
Management, Social Security Building, 
Washington, D. C. 


NOV. 20, 1941 


RESIDENT Roosevelt was warned on 

November 3rd by the Federation of 
Long Lines Telephone Workers, an in- 
dependent union, that telephone commu- 
nication vital to national defense would 
be halted by a strike on Novemer 14th 
unless the Federation’s dispute with the 
American Telephone and Telegraph 
Company were certified to the National 
Defense Mediation Board. 

The warning telegram to the President 
was released by John J. Moran of Pitts- 
burgh, president of the Federation, and 
Henry Mayer, the union’s secretary, with 
a supplemental statement in which they 
warned that the Army and Navy com- 
munication system and other means 
of communication would be stopped with 
“catastrophic consequences” if the appeal 
for certification failed. 

The union president and counsel ex- 
plained that an “overwhelming majority” 
of the union’s 15,000 members had voted 
to strike. In releasing the telegram the 
union spokesmen explained that the 
strike would affect not only its own 15,- 
000 members but possibly 150,000 others 
throughout the country if the parent 
body, the National Federaticn of Tele- 
phone Workers, supported the strike. The 
national organization has been asked to 
take a sympathetic strike vote among its 
28 affiliated organizations, and it has 
never failed to answer an official call for 
help, Mr. Mayer said. 

The announcement explained that 
“this strike will completely tie up the 
long-distance wires, the Army and Navy 
communications system, the wires of the 
Civil Aeronautics Administration, the 
country-wide radio hook-ups, foreign 
telephone service, and the transmission of 
wire photos and telephone-typewriter 
news service.” 


T the same time, Mr. Moran sent a 

telegram to Dr. John R. Steelman, 

head of the Conciliation Service, urging 

him to use his good offices to expedite 
certification. 

“Here is a labor organization,” said 
the release of Mr. Moran and Mr. May- 
er, “which has faithfully and loyally 
hewed to the line of the labor policy re- 
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cently announced by President Roose- 
velt; #7. ¢., that all mediation machinery 
should be used before taking the fateful 
strike step. Realizing the impact on the 
defense program as well as the implica- 
tions of such a strike with respect to 
business generally, the Federation to- 
night sent the telegram to President 
Roosevelt.” 

The union demanded a 4 per cent wage 
increase and the reduction of wage dif- 
ferentials between workers of the north- 
ern and the central and western states. 

The parent organization was expected 
to complete its sympathetic strike vote 
by November 10th, according to Mr. 
Mayer. 

Arthur S. Meyer, chairman of the 
New York State Mediation Board, con- 
tinued meetings on November 3rd with 
representatives of the American Com- 
munications Association, CIO, and RCA 
Communications, Inc., in an effort to ef- 
fect a settlement to take the place of the 
old contract that expired on October 31st. 
The union was seeking higher wages and 
a closed shop for 1,250 employees. 

Informed of the union’s telegram, a 
spokesman for the long-lines division of 
the AT&T said: 

The management was ready to resume 
negotiations but the Federation was unwill- 
ing to do so unless the management would 
agree in advance to make immediate wage 
increases all over the country, regardless of 
conditions in various areas or the length of 
time since last increases were made. The 
management refused to agree to this com- 
mitment. 


The representatives said that the com- 
pany had offered wage increases in ex- 
cess oi $2,000,000 annually. 


* * * X 


Tz American Society of Composers, 
Authors, and Publishers’ catalogue 
of 1,250,000 songs became available to 
the networks of the National Broadcast- 
ing Company and the Columbia Broad- 
casting System at midnight on October 
29th for the first time since January Ist. 
Contracts ending the long and bitter dis- 
agreement were signed by network and 
ASCAP officials late the afternoon of 
October 29th in the society’s office in 
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New York city. The contracts, which 
were identical for NBC and CBS, pro- 
vide that the networks shall pay ASCAP 
2% per cent of commercial program in- 
come. ASCAP’s original demand on the 
major chains was a flat 7} per cent of 
network receipts for commercial pro- 
grams. 

At the Columbia office it was said that 
ASCAP music would be used on the 
CBS network beginning October 30th. 
NBC officials said it might take “two or 
three days” to restore the society’s tunes 
in force to its two networks because of 
the physical problems of distribution and 
program rearrangement, although it was 
thought that a few dance bands would 
use some of the ASCAP tunes at once. 

The agreement was signed for NBC 
by Niles Trammell, president; for Co- 
lumbia by Mefford R. Runyon, vice 
president and director; and for ASCAP 
by Gene Buck, president. 


* * %#K X 


ELEPHONE operating subsidiaries of 

the International Telephone & Tele- 
graph Corporation in nine foreign coun- 
tries had an aggregate net increase of 
39,459 telephones in service during the 
first nine months of 1941, it was reported 
last month. This increase, it was stated, 
represented “a most careful use of ma- 
terials as well as the application of team- 
work, particularly by the telephone com- 
pany managers in various countries in 
Latin America, in making equipment 
available where it is most needed with 
first considerations to hemisphere de- 
fense and general public service.” 

This is made necessary, the announce- 
ment said, by the temporary shortage of 
telephone equipment and supplies in 
Latin America because of manufactur- 
ing and shipping dislocations due to the 
war. The real demand for telephone serv- 
ice in territories served is greater than 
ever before, according to the reports of 
the subsidiaries. 

The IT&T has organized International 
Telephone & Radio Manufacturing Cor- 
poration and has established factories at 
Newark, New Jersey, to produce equip- 
ment and supplies for the rapidly grow- 
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ing telephone systems south of the United 
States. These factories are in production 
and ready to meet the urgent need of 
communication equipment in Latin 
America as materials are available, it 
was pointed out. 


* * * * 


HE Senate Interstate Commerce 

Committee last month unanimously 
recommended that Congress permit a 
merger of the Western Union and Postal 
Telegraph companies. The committee ap- 
proved, with minor changes, a report on 
the proposed merger previously adopted 
by a subcommittee after nearly two years 
of legislative hearings. 

Senate Majority Leader Barkley, 
Democrat of Kentucky, a member of the 
committee, said that the next step would 
involve introduction of actual legislation 
carrying out the proposed recommenda- 
tions involving nearly 60,000 workers 
and the two largest domestic telegraph 
companies, 

The Senate group recommended that 
the Federal Communications Act be 
amended to permit the merger now 
blocked by Federal antitrust laws. It sug- 
gested that “international” and “domes- 
tic” telegraph facilities be separated and 
that the FCC be required to enforce this 
‘ separation. It also suggested that all pen- 
sion rights and payments of employees of 
the two companies be protected and that 
all public communications services and 
rights be respected. 

The report also asked that financial 
structures of the resulting companies be 
simplified and 80 per cent owned by 
American nationals. 


*x* * * 


POKESMEN for the Illinois Bell Tele- 
phone Company disclosed last month 
that a shortage of copper wire and cable 
was curtailing its services in the Chicago 
area. As one of the results, installation 
of new phones in newly developed sub- 
urban tracts has been delayed more than 
a month in some instances, officials said. 
Telephones now in operation will not 
be affected by the shortage unless a storm 
or some accident should break down a 


large number of the telephone lines, they 
indicated. 

In the case of an emergency it may be- 
come necessary to switch subscribers on- 
to party lines of two or more stations to 
conserve wire. If a storm should break 
down the major trunk lines that are 
heavily loaded now with long-distance 
calls, officials admitted they did not know 
exactly what they would do for repairs. 

The company has had such an increase 
in the use of its lines for long-distance 
calls under the armament program that 
it has added more than 3,000 switch- 
board operators since the first of the year. 
In addition, more than 1,000 persons 
have been employed in other capacities in 
the system’s offices throughout the state. 

To cope with shortages the company 
has been making ‘use of all available sub- 
stitutes. Although it has been granted a 
high priority rating for materials used 
in making repairs, it has not been able 
to obtain its requirements. The company 
found it could not obtain switchboards to 
place in a newly developed oil-producing 
center in the southern part of the state 
recently. It substituted a switchboard 
used normally on interoffice communica- 
tion systems. 

The dial plate on telephones heretofore 
has been made of aluminum. Now they 
are made of steel and the saving in alumi- 
num this year is expected to provide 
enough metal to build 275 war planes, 
spokesmen estimated. 

Silk has been replaced as an insulating 
material by cellulose acetate. Officials 
said that substitutes will be replaced with 
the material normally used whenever 
possible. 


* * * x 


Wes was started late last month at 
Emigrant Gap in the high Sierras 


on a western leg of a $20,000,000 Omaha 
to Sacramento cable-laying project, the 
biggest job ever undertaken by the Pacif- 
ic Telephone and Telegraph Company. 


Completion, forecast for December, 
1942, will provide a coast-to-coast long- 
distance telephone route free from the 
hazards of snow, sleet, and storms— 
long the dream of company engineers. 
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Financial News 


and 
Comment 


By OWEN ELY 


SEC “Housecleaning” Policies 
May Delay Integration 


be recent precipitous decline in 
utility stocks, probably due to a 
combination of factors such as the unex- 
pected inroads of excess profits taxes on 
earnings, various SEC policies, and tax 
switching for registering of losses, may 
play havoc with the SEC integration pro- 
gram. 

In its recent decisions and opinions, the 
SEC has made it increasingly evident 
that it wants to “use the vacuum cleaner” 
on a large number of operating com- 
panies before they are released to the 
public and go outside its jurisdiction. For 
awhile it appeared that the commission 
would permit stocks to be distributed to 


holding company security owners, in the ' 


order of priority, but this program is now 
proving impracticable in many cases be- 
cause of the commission’s requirement 
that the holding companies first invest a 
considerable amount of cash for the pur- 
pose of revising the capital structure of 
certain subsidiaries. 

Recent opinions which have stressed 
this policy were handed down in the case 
of Associated Gas and National Power 
& Light. NY PA NJ Utilities, which con- 
stitutes the heart of the Associated sys- 
tem, was invited to sell its largest and best 
companies and turn the proceeds over to 
other subsidiaries in order to straighten 
out financial entanglements or defects. In 
the National Power & Light ““memoran- 
dum opinion” of November 4th, the com- 
mission stated : 

Sawyer [president] indicated that in the 
opinion of the management of National 
Power & Light Company the ultimate ob- 
Jectives sought by the commission in the 
Pennsylvania proceeding can best be accom- 
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plished by a large contribution of cash to 
Pennsylvania by its equity stockholder, Na- 
tional. In order for National to obtain the 
cash for such purpose it will be necessary 
for National to sell the various assets in its 
portfolio, ... 

It is proposed that the common stock of 
Houston Lighting & Power Company will be 
offered as an exchange to the preferred 
stockholders of National. ... The program 
outlined by Sawyer would then contemplate 
the making of certain revisions in the capital 
structures of Carolina Power & Light Com- 
pany and Birmingham Electric Company, the 
reorganization of Lehigh Valley Transit 
Company, and the subsequent sale of Nation- 
al’s common stock equities in these com- 
panies. At the same time the miscellaneous 
other assets of National would be disposed 
of, except the common stock of Pennsyl- 
vania. 

The proceeds realized from the sale of 
National’s other assets would then be in- 
vested in common stock of Pennsylvania. A 
recapitalization or reorganization of Penn- 
sylvania would be effected, and necessary ad- 
justments made in certain of Pennsylvania’s 
accounts. The common stock of Pennsylvania 
would then be distributed as a liquidating 
dividend to the common stockholders of Na- 
tional. 

Sawyer stated that respondents feel it nec- 
essary to defer a reorganization of the Penn- 
sylvania Company such as is sought in the 
present proceeding until such time as they 
are able to carry out the program described 
and thereby to obtain the funds needed for 
the effectuation of the Pennsylvania reor- 
ganization. He estimated that a period of 
from one to two years might be required to 
carry out the program. 


"fh grants cash sunk into operating 
companies such as the Pennsylvania 
Power & Light could be used only for 
(1) building plant extensions, (2) in- 
creasing working capital, or (3) retiring 
funded debt. The bulk of the money 
would probably be used for retiring debt. 
Despite the commission’s sharp criticism 
of Pennsylvania Power & Light’s finan- 
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cial set-up, even its debenture 44s sold up 
to 1103 this year and are currently 
around a 4 per cent basis. If this $28,- 
500,000 bond issue were to be redeemed 
at 107, it would be necessary to raise 
about $30,000,000 by sale of stocks at 
prices representing probably eight to ten 
times earnings. Taking a liberal figure of 
10 would mean that National Power & 
Light as a system would lose $3,000,000 
of earnings, while elimination of the bond 
interest would effect a countersaving of 
only $1,282,500—a net loss in system 
earnings of $1,717,500. Similar losses 
might be involved with regard to the 
money used for the rest of the program. 
It is obvious that the common stock- 
holders of National Power & Light would 
be left “holding the bag” and in the 
writer’s opinion they might be justified 
in seeking a court review of such pro- 
ceedings, even though the commission 
attributes the proposal to Mr. Sawyer. 

The return concession asked by Mr. 
Sawyer, that the dividend embargo on 
Pennsylvania’s common stock should be 
eased and that it be permitted to pay out 
25 per cent of available net earnings as 
common dividends, seems rather a small 
recompense to the stockholders of Na- 
tional for the potential loss of a very sub- 
stantial part of their equity in system 
properties. It would seem much fairer, 
from a statistical angle, to impose a sub- 
stantial sinking fund on Pennsylvania 
Power & Light earnings, possibly devot- 
ing half of future earnings to gradual 
bond retirements, and then to release all 
system stocks (other than Houston) for 
distribution to the common stockholders 
of National. 

The present proposed program imposes 
a double handicap on the holding com- 
pany security holder. It means that the 
holding companies will be forced to “cash 
in” some common stocks at a time when 
these are worth comparatively little 
marketwise, in order to redeem bonds at 
a time when these are highly inflated. 
The use of sinking funds would give the 
stockholder the advantage of any future 
decline in bond prices (which inflation 
might very well bring about) ; and the 
pro rata distribution of all the operating 
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company stocks, rather than the forced 
sale of part of them in a depressed 
market, would also permit the holding 
company owner to enjoy any future 
comeback in equity values. 


¥ 


Ogden—A “Case History” 
In Integration 


Oa Ogden Corporation (the former 
Utilities Power & Light Company) 
is one of the first of the large holding 
company systems to undergo substantial 
“distintegration,’ a brief review of its 
recent history may be of interest. 

In 1932 the system reached its maxi- 
mum size with total system assets of 
about $472,000,000. Write-offs, read- 
justments, and the sale of British prop- 
erties in 1936 reduced the figure to about 
$311,000,000 in that year. At that time 
the system had over $32,000,000 cash 
(including about $25,000,000 obtained in 
1936 from the sale of the British prop- 
erties), but this did not prevent the top 
company from going into bankruptcy on 
technical grounds. The indirect cause of 
bankruptcy appeared to be a 3-cornered 
fight for control between Harley Clarke 
(representing the earlier régime), Asso- 
ciated Gas, and Atlas Corporation 
(eventually won by the latter). 

Utilities Power & Light went under 
77-B in 1937, and various plans of re- 
organization were submitted. An amend- 
ed plan filed by Atlas Corporation in 
February, 1939, held that the system 
could not comply with the Holding Com- 
pany Act by any plan for integration of 
properties, and that it should be convert- 
ed into an investment company, owning 
less than 5 per cent of the voting securi- 
ties of any utility company. The first step 
to effect this status was to be the sale of 
Derby Gas & Electric, Newport Electric, 
and other units which would not fit into 
any feasible integration program. 

The amended Atlas plan was further 
modified by the SEC and finally con- 
firmed by the court January 2, 1940, at 
which time Ogden Corporation succeed- 
ed to the old company. Holders of 
Utilities Power & Light debentures re- 
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ceived 40 per cent in new debentures and 
the remaining 60 per cent optionally in 
preferred or common stock ; the preferred 
(with arrears) received 5 shares of 
common ; the old common was wiped out. 


IQUIDATION of the system has prob- 
Lay been slower than anticipated. 
Some small Canadian properties and 
Newport Electric were disposed of in 
1939. In April, 1940, Indianapolis Power 
& Light common was sold to an under- 
writing group for $14,211,560, and a few 
other small system assets disposed of. In 
1941 Newport Water was sold, and cor- 
porate simplification plans for some of 
the subholding companies were filed with 
the SEC. Following is a comparison of 
estimated system assets in 1936 and 
1940: 

Approx. Assets 

(Millions) 

1936 1940 

Indianapolis Po G@ Be «5.2 $ 84.1 : 

Laclede Gas Light : 64. 

Baclede Po Qilan. . csceisie wens 9. 

Newport Electric : 
Newport Water 

Derby Gas & Elec. group ... 

Interstate Power group 60.0 


Central States P. & L. group.. 29.5 
Cash and miscellaneous assets 41.1 22 


1 
6 


11.1 


$311.0 $176.5 


The system in the past decade has 
shown a decline in size from $472,000,- 
000 to about $176,000,000 (estimated), 
or about 64 per cent. The shrinkage in 
the top company’s balance sheet has been 
even greater : In 1932 assets were carried 
at about $170,000,000, and in June, 1941, 
Ogden reported only $26,000,000, a drop 
of 85 per cent. In place of the compli- 
cated set-up of 1932 with three items of 
funded debt, one class of preferred 
stock, and three kinds of common stock, 
Ogden in June had only a $1,900,000 
bank loan (part of which it could have 
paid off if desired) and 3,404,133 shares 
of common stock, about 76 per cent of 
which was owned by Atlas Corporation 
and its subsidiaries. Based on the cur- 
rent market price of 3 for minority 
stock, the system’s assets are now valued 
at only about $10,000,000 in the open 
market, 
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pee 10 cents a share was reported 
earned in 1940 on the common 
stock, after deduction of debenture inter- 
est and preferred dividends. (Deben- 
tures and preferred stock were retired 
during the year.) The company does not 
publish any consolidated income account, 
and it is difficult to estimate the equity 
earnings. The 1940 reports of subsid- 
iaries made the following showing: 


Net Income 
Laclede Gas Light $99,874* 
Laclede Power & Light 248,047 
Derby Gas & Elec. group 208,544 
Central States Utilities group ....D 950,311 
Interstate Power group D 189,870 


* After annual preferred dividend require- 
ments of $125,000; there are about eight 
years’ arrears. 


The above net income figures, how- 
ever, do not reflect the actual amounts 
available for Ogden, which had large in- 
terest claims. Ogden’s income (reported 
only to the extent earned by subsidiaries) 
in 1940 was made up as follows: 
$675,339 

20,119 


506,857 
37,420 


$1,239,735 
Balance after expenses and taxes. $853,625 
Balance for common stock 


In the first half of 1941 a balance for 
common of only $79,861 (about 2 cents 
a share) was reported. This was based 
only on fully earned cash received from 
subsidiaries, and was after placing in 
escrow $128,213 interest income pending 
final determination by the SEC or the 
courts whether the bonds or advances 
should be subordinated to dividend-ar- 
rears preferred stocks of the subsidiaries. 


Interest on bonds and advances... 
Preferred dividends 

Common dividends 
Miscellaneous 


LW yesh the large amount of work 
done to simplify the system, Ogden 
still presents a complicated picture to the 
analyst seeking to determine the real 
value behind the stock. As of June 30, 
1941, the company’s investments includ- 
ed some forty-seven items in majority- 
owned subsidiaries, as well as a few mis- 
cellaneous investments, the total being 
carried at $22,125,763. Asset value per 
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share, based on the balance sheet, was 
about $5.40. 

The refunding and recapitalization 
program for Laclede Gas, which may be 
consummated within a few months if 
state and SEC approval are obtained as 
anticipated, should be beneficial to 
Ogden, providing some cash to help re- 
tire the bank loan and increasing avail- 
able income from the Laclede properties. 
The Laclede reorganization plan filed 
September 4th with the SEC and with the 
Missouri Public Service Commission 
provides for (1) sale of system electric 
properties to the North American sys- 
tem, and taking over of North Amer- 
ican’s gas properties in the St. Louis 
suburban area; (2) the new Laclede 
Company to issue $23,000,000 first 34s, 
which, together with cash received from 
North American, would be used to pay 
off present bonds and provide some 
working capital; (3) all 5s and 54s to be 
paid off in cash, also all 6s if possible, 
though the latter may have to take stock ; 
(4) old preferred to receive 5 shares 
new common, and each old common 24 
shares of new. 

The recapitalization plan for Derby 
Gas & Electric Corporation, which had 
previously been amended and approved 
by the SEC, was ratified by stockhold- 
ers October 8, 1941. Under the plan 
Derby will sell to the Equitable Life As- 
surance Society $2,750,000 debenture 3s 
due 1949 and use the proceeds to repay 
a like amount of debt to Ogden; in lieu 
of the remaining $2,250,000 debt Ogden 
will receive 84,000 shares of common. 
Holders of the preferred stocks will re- 
ceive 3 shares of common for each 
share of preferred and arrears; the old 
common, all owned by Ogden, will be 
canceled. As a net result Ogden will re- 
tain a 624 per cent equity interest, and 
receive cash equivalent to about 81 cents 
a share on its own stock. 

Assuming that the Laclede and Derby 
plans could be completed by the year-end, 
the December 31st balance sheet may af- 
ford a better opportunity for Ogden 
stockholders to appraise their position al- 
though the problem will still remain of 
straightening out Central States Utilities 
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and Interstate Power. It seems probable 
that another year or so may be required 
to complete the integration of the old 
Utilities Power & Light system. The 
length of time involved (from 1937) is 
some indication of the corresponding 
time which may be needed to straighten 
out a system like Associated Gas, with its 
even greater ramifications. 


¥ 


Louisville Gas & Electric 
Common Stock Offering 


OUISVILLE Gas & Electric Company of 
Kentucky (controlled by the Dela- 
ware company of the same name, in the 
Standard Gas system) recently made an 
offering of 150,000 shares of common 
stock at $23.50 per share with a conces- 
sion of 75 cents to dealers. In the find- 
ings and opinion of the SEC dated Oc- 
tober 22nd, it was stated there would be 
no underwriting, but the company the 
next day filed an amendment naming 
Otis & Co. as “principal underwriter.” 
It is understood, however, that Otis made 
no underwriting agreement, and merely 
acted as a dealer; local Louisville dealers 
were reported to have “boycotted” the 
issue. 

The company has asked for exemp- 
tions, both under the competitive bidding 
rule and § 6 (b) of the Utility Act. The 
commission granted permission to offer 
the stock at $23.50 (as part of a program 
to raise “new money”) despite the fact 
that book equity per share is only about 
$16.57. 

However, this apparently did not 
prove a bar to the financing since the com- 
pany had already obtained clearance 
from the Kentucky state commission by 
agreeing to amortize part of its property 
account over a 25-year period. 

For the twelve months ended July 31, 
1941, $1.92 per share was earned on 
stock then outstanding, or $1.64 per 
share including the new stock issue. Ten 
cents per share earnings would be recap- 
tured after the end of 1941 due to a re- 
duction in total amortization charges; 
and, of course, the new capital should 
produce a return. 
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Federal Power Commission 

Assuming continuance of the current compared with Consolidated Edison, 
dividend rate of $1.50, the yield would currently selling at less than eight times 
be 6.38 per cent. Adjusting earnings for earnings, and other high-grade issues 
the 10-cent savings on amortization available at ten times earnings. Exemp- 
would make a current rate of $1.74, and __ tion from the 5-mill Kentucky securities 
the proposed price was thirteen and one- tax may have been a minor price factor. 
half times the earnings. The company’s evident intention to offer 

Such an earnings ratio is quite high as _ stock to its own customers and other local 
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buyers may also have been a factor in 
setting the price at a relatively high level. 
It will be interesting to discover whether 
this method of financing proves success- 
ful—if so, it may open the way for a con- 
siderable amount of such financing by 
sound operating companies. The method 
would be similar to the customer owner- 
ship of the 1920’s excepting that the 
favorite method for financing at that time 
was in preferred stock. 

The SEC granted exemption under the 
competitive bidding rule for the follow- 
ing reasons: 


As there is to be no underwriting, we do 
not have a case where the issuer is dealing 
with friendly bankers on terms which may 
be less than arm’s-length ; and as the company 
is willing to sell to all who will buy, we do 
not believe that competitive bidding is neces- 
sary in this case to “assure the maintenance 
of competitive conditions.” Moreover, we 
are satisfied that competitive bidding is not 
necessary for us to determine in this case 
that the issuer is receiving adequate con- 
sideration. 

The company desires to avoid the pay- 
ment of an underwriting fee. We find no 
appropriate basis for disapproving this. 
Moreover, the company wishes to market the 
shares locally, which we think is in line with 
the objectives of the act. 

At the oral argument before us on the 
competitive bidding question, representatives 
of Louisville dealers protested against the 
company’s method of distributing these 
shares. However, the record indicates that 
as a measure of codperation with the dealers, 
the company was willing if it received sub- 
stantial codperation from local dealers to 
put the names of the dealers on its prospec- 
tus as well as its advertisements and letters 
to stockholders advising of the offering, and 
to confine its activities to receiving such 
orders as may come to the company offices. 
The company has insisted, however, that it 
retain the right to engage actively in selling 
the stock if it should seem to it proper to do 
so in the future. Under these circumstances 
we feel that the applicant has established 
conformity with the requirements of the 
rule, and that no further terms or condi- 
tions should be imposed under § 6 (b). 


¥ 


Utility Stocks under Pressure 
As Taxes Cut Earnings 
Sone stocks have made a particu- 


larly poor showing marketwise in 
the past month or so, due apparently to 
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the heavy inroads of taxes on earnings, 

The lower-priced holding company 

shares have dropped to nominal values 

in many cases. The following price in- 

dexes, compiled by Standard & Poor’s, 
are based on 1935-39 as 100 per cent: 

Holding Operating 

Companies Compames 

November 5, 1941 .... 36.1 75 
1941 high 61 93 

40.8% 19% 


Decline from high ... 

In 1929 the holding company index 
reached a high of 834, of which amount 
it now retains less than 5 per cent. The 
operating company average reached a top 
in the 1929 bull market of 396, of which 
about 19 per cent remains. 

Going back to the other war-time 
period, in 1918 the low for the holding 
company average was 38, near present 
level, and the figure dropped only two 
points lower in the 1920 bear market. 
The operating company index dropped to 
58 in 1918, to 55 in 1919, and to 45—the 
all-time low—in 1920. In 1932 when in- 
dustrial stocks reached their nadir, the 
operating utility average still held at 82, 
although it dropped somewhat lower in 
the next two years. 


y 


Holding Companies to Get a 
Reprieve? 


N connection with the current hearings 
I on the amendment of the 1933-34 Se- 
curities Acts, certain influential members 
of the House committee are reported by 
The Wall Street Journal to favor “look- 
ing into” the death sentence in the 
Utility Act of 1935, possibly early next 
year. The thought was that “this is no 
time to force great business changes, par- 
ticularly in the public power field.” How- 
ever, it was not evident whether the senti- 
ment of these members reflected the 
majority views of the committee. 

Judging from current hearings, the in- 
terest of the committee seems to be large- 
ly in such questions as enlarging the 
membership of the SEC in order to ex- 
pedite its work, simplifying security pro- 
spectuses, etc. (See also page 713 of this 
issue. ) 
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Integration As a Doubtful Solution 
Of Holding Company Problem 


T has been more than six years since 
President Roosevelt signed his name 
to the controversial Public Utility Hold- 
ing Company Act. And at this writing 
all but one of the nation’s large holding 
company systems are laying their plans 
for compliance with the Securities and 
Exchange Commission’s disintegration 
orders under §11(b)(1)—or taking al- 
ternative steps toward simplification 
under § 11(b) (2). 

Despite this fairly advanced state of 
progress under the so-called “death sen- 
tence,” Merwin H. Waterman, professor 
of finance of the University of Michigan, 
has written a volume recently released 
by the University of Michigan School of 
Business Administration, which serious- 
ly challenges the reasonableness of the 
law. It raises a question as to whether we 


are not solving the holding company ' 


problem the wrong way and whether, in 
the final analysis, the public interest will 
not be injured by this wrong decision. 
The substance of this book was intro- 
duced, without success, as evidence by 
Engineers Public Service Company dur- 
ing SEC hearings on the integration of 
that system, 

Professor Waterman’s approach is 
quite simple. He takes 545 companies, 
which, for technical reasons of statistical 
treatment, are increased to 636 compa- 
nies. In a word, he compares independ- 
ent utilities with holding company sub- 
sidiaries to determine whether, as a mat- 
ter of fact, such subsidiaries are any 
worse by test than independents, and 
whether their relegation to the ranks of 
independents by severance of holding 
company ties can reasonably be expected 
to raise their standard of performance. 
The character and extent of the sample 
used indicate its statistical adequacy as 
a basis for analysis. The independents 
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embrace 35 per cent of the sales and 33 
per cent of the population included with- 
in the sample. The holding company sub- 
sidiaries account for the balance. 


ND what are the tests of “public in- 
terest” in making such a compara- 
tive study? Dr. Waterman chose six: 


(1) Cost of electricity to consumers. 

(2) Economy of management. 

(3) Economy of financial manage- 
ment. 

(4) Protection of investors. 

(5) Efficiency of state regulation of 
utilities. 

(6) Adequacy of service. 

Conceding the significance of the last 
named, the author ignores it, because 
sound indexes of comparative service 
performance are not available. But the 
analysis is certainly not inadequate on 
this account, since there are few evi- 
dences of difference or complaint in the 
realm of electric utility service—whether 
by independent or holding company af- 
filiates. 

Space limitation forbids in this review 
any detailed description of the findings 
of Dr. Waterman in the various chapters 
comparing independent with holding 
company subsidiary performance under 
the other tests enumerated. Suffice it to 
say that the holding companies’ subsidi- 
aries show up better or at least as well 
on all points. For example, there is the 
first test—the cost of utility service to 
the consumer. Using FPC rate report 
data, the author finds that the weighted 
average typical bill for 25 kilowatt hours 
was $1.56 for independent companies, as 
compared with $1.47 for holding com- 
panies. For 100 kilowatt hours, the av- 
erage independent bill was $4.34; the av- 
erage holding company subsidiary bill, 
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$4.11. For 250 kilowatt hours, the inde- 
pendent bill was $7.79; the holding com- 
pany subsidiary bill, $7.43. 


i foe is just a high light. Dr. Water- 
man continues this inquiry through 
various phases, taking into account va- 
rious factors—such as the population 
served, the number of communities 
served, geographical distribution, the 
amount of sales to ultimate consumers, 
the average number of communities per 
company served, etc. Under no circum- 
stances does the performance of the in- 
dependent companies surpass, in terms 
of lower rates, that of the holding com- 
pany subsidiaries. The accompanying 
chart is a sample of the graphic illustra- 
tions used throughout Dr. Waterman’s 
volume to high light his factual determi- 
nations. 

And so it goes through the other tests. 
On the score of comparing managerial 
economy, for instance, the average ex- 
ecutive expense per $1,000 revenue for 
101 independent companies was $39.60; 
for 318 holding company subsidiaries, 
$13.93. The author goes into consider- 
able refinements in similar comparisons 
on other tests of “public interest.” 

What about the relationship of the size 
factor to the efficiency and economy of 
utility operations? There is an entire 
chapter on this, the conclusion being 
that, far from suffering from increas- 
ing size of industrial units, utility con- 
sumers actually seem to benefit from it. 

And what about the distance between 
management and operations as a factor 
in efficient operation? After a number 
of statistical soundings, Dr. Waterman 
comes up with this conclusion: “Mere 
distance of operating companies from 
the main office of their respective hold- 
ing companies in and of itself does not 
tend to be related in any way to the char- 
acter and quality of the protection ac- 
corded to the investors in the securities of 
such operating company.” 


pone meager subsidiary company 
customers are not charged signifi- 
cantly different average electric bills, de- 
pending upon where they live in relation 
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to the situs of management and control. 
In short, the costs of management seem 
completely disassociated from the dis- 
tance from management element. 

Next, there is the bitterly debated 
question of the effectiveness of ‘regula- 
tion. The author says of this: 


As far as the effectiveness of regulation 
of the operating subsidiaries of holding com- 
panies is concerned, there has been a sub- 
stantial change in the situation in recent 
years. Whatever may be the precise cause, 
relationships between state regulatory bodies 
and those in control of holding company sys- 
tems have steadily improved in the last dec- 
ade. Based on study and observation, it is 
the considered opinion of the writer that at 
the present time there is no evidence of any 
more lack of reasonable codperation with 
state regulatory authorities on the part of 
holding companies and holding company sub- 
sidiaries than there is on the part of inde- 
pendent utilities; nor is there any evidence 
that the effectiveness of state regulation is 
impeded in any important manner by the 
existence of holding companies. The indi- 
cations are that state regulation of holding 
company subsidiaries is at the present time 
as efficient and effective as state regulation 
of independent utilities, and there is no logi- 
cal reason why state regulation of the one 
need be less effective or efficient than of the 
other. 

It is true that the attitudes of some hold- 
ing company systems with respect to public 
regulation are not beyond criticism, but the 
same is equally true of the attitudes of at 
least a proportionate number of independent 
utilities. Although it probably cannot be said 
that holding company subsidiaries show at- 
titudes of codperativeness with — to 
state regulation which are appreciably su- 
perior to those of independent utilities, cer- 
tainly there is no evidence that the contrary 
is true. i 

Looking at the over-all picture of public 
regulation of utilities, that is, both state and 
Federal regulation, it is quite clear that at 
the present time the activities of the operat- 
ing subsidiaries of holding companies are 
more comprehensively and effectively regu- 
lated than the corresponding activities of in- 
dependent utilities. This is so because of the 
comprehensive regulatory powers with re- 
spect to management fees, rates, accounting 
matters, security issues, and financial man- 
agement which have been vested in the Se- 
curities and Exchange Commission and the 
Federal Power Commission as the result of 
relatively recent Federal legislation. 


Dr. Waterman goes on to point out 
that the apparent intention of the SEC 
to divest itself of jurisdiction over sub- 
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sidiaries by having them return to local 
control under the “integration” provision 
of the Holding Company Act will prob- 
ably result in making the SEC less ef- 
fective and efficient as a regulating body 
in the future. 


ly a separate chapter entitled “Con- 
clusions and Recommendations,” the 
author gives us four general findings: 


(1) Control and operation of utili- 
ties by holding companies do not ap- 
pear to impose a relatively detrimental 
influence upon either the utility con- 
sumer or investor in operating com- 
panies. 

(2) Section 11 is unrealistic and un- 
reasonable and so is its administra- 
tion by the SEC, because the break- 
ing up of holding company systems 
will tend to lower the average per- 
formance of gas and electric utilities 
throughout the country, as shown by 
the various studies in this volume. 

(3) Disintegration of holding com- 
pany systems will tend to lessen the de- 


gree and perhaps the quality of regu- 
lation. 

(4) Bigness of itself is not detri- 
mental to public interest; but, on the 
other hand, there is every evidence 
that from the standpoint of the con- 
sumer benefits can be obtained from 
increasing size of operating utilities. 


The author makes four recommenda- 


tions: 


(1) Continued holding company 
regulation; there seems to be general 
agreement as to the benefits to be ob- 
tained from this. 

(2) Abandonment of blanket hold- 
ing company condemnation ; those sys- 
tems whose existence depends on mal- 
feasance will fall by the wayside for 
lack of justification and profits under 
proper regulation. 

(3) Discriminatory holding com- 
pany disintegration; in cases where 
systems are too scattered or poorly or- 
ganized, disintegration orders should 
be promulgated on the basis of an ex- 
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haustive determination of the par- 
ticular situation. 

(4) An interstate public utility com- 
mission ; the author suggests a merger 
of certain regulatory powers of the 
FPC and the SEC over public utilities 
to avoid overlapping and duplication. 


r. Waterman’s thought-provoking 
book ends with an appendix listing 
operating utilities used in his test studies, 
classified and coded according to state. 
In a prefatory note, the author credits 
the Federal Power Commission and the 


Securities and Exchange Commission 
for codperation in furnishing basic data 
and facilitating his statistical research. 
The author also acknowledges the fact 
that his study was made possible by funds 
furnished by Engineers Public Service 
Company “in the desire of its manage- 
ment to determine the facts regarding 
relative performance of independent and 
subsidiary utility companies as a whole.” 
Economic ImMPLiIcATIONS oF PusLic Utmiiry 
Hoipinc CoMPANY OPERATIONS. By Mer- 
win H. Waterman. University of Michigan 
Press, Ann Arbor, Michigan. Price $1. 180 
pp. 





Should the Utilities Continue Advertising and 
Promotional Effort? 


LL forms of public utility companies, 
for the first time since the last 
World War, are experiencing a “seller’s 
market” for their services. Electric util- 
ities in many sections of the country 
are hard put to muster a sufficient sup- 
ply to meet the peak demands caused by 
the defense activity and provide a safe 
margin of stand-by for reserve. 

Telephone companies are rapidly ap- 
_ proaching the limit of the capacity of 
existing structural facilities. And in the 
light of material shortages it is unlikely 
that they will be able to expand very 
much except under special circum- 
stances which can earn the blessings of 
the Office of Production Management’s 
priorities division. 

The gas industry problem is a little 
different, but in the final analysis it 
amounts to the same situation. There is 
plenty of gas to meet any discernible de- 
mand, but the shortage of materials is 
rapidly curtailing distribution of appli- 
ances so that new business is automatic- 
ally checked by the barrier of diminish- 
ing appliance availability. 

Hence the question arises in the minds 
of many utility executives whether it 
is profitable or sensible to go on adver- 
tising or continue sales organization or 
otherwise engage in promotional activ- 
ities. Why seek to incite new business 
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when there is no way of accommodating 
it? Why try to sell appliances which be- 
fore long will not be available in sub- 
stantial quantities to sell? Why not take 
this opportunity of making a saving 
through slashing the advertising budget 
and cutting the sales promotion force? 
Utility executives, who have been doing 
a great deal of thinking along these lines, 
for the most part seem to have decided 
against this tempting economy. 


AKE the case of the gas industry, 
for example. H. Carl Wolf, pres- 
ident of the Atlanta Gas Light Com- 
pany, Atlanta, Georgia, at the recent 
annual meeting of the American Gas 
Association stated that this is just the 
time when the gas utility industry ought 
to increase its advertising and step up 
promotional policies “as never before.” 
He explained that the real problem of 
the gas industry lies ahead “in the days 
when we are confronted with a com- 
petitive situation before which all past 
competition pales.” It is for these post- 
war days that an aggressive promotion- 
al policy of the next few years must be 
planned. Mr. Wolf continued: 
This is a seller’s market and if we had 
only the present to consider, it would be 


simple to disband our sales forces, cut out 
advertising, and discontinue all promotional 
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Courtesy, The New Yorker 


“I TRIED TO TELL THEM I WASN’T A MEMBER OF THE BLUES. YOU’RE GOING 
TO HEAR FROM THE BALTIMORE & OHIO RAILROAD ABOUT THIS” 


activities. But let me ask if you think quite 
as highly of a manufacturer who has per- 
haps done these things in your territory and 
seems to display no further interest in your 
business. Would not our customers think 
the same of us if we did likewise? Even 
though our materials are being willingly sac- 
rificed for national defense and appliances 
are increasingly more difficult to obtain, yet 
our customers have a right to expect of us 
that we look out for them; we must con- 
tinue to sell both appliances and service. To 
disband our sales organizations without re- 
gard for the future and for the individuals 
in them, to stop advertising and promotional 
work, would be doing more than any rea- 
sonable defense program could expect of us. 
To be aggressive, helpful to our customers, 
and coéperative is certainly in order. 

Let us be realistic about the problems of 
the peace era ahead of us. No one, I am 
sure, would hazard a guess as to what local, 
administrative, and civic regulations, restric- 
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tions, and regimentation may be met with, 
nor attempt to lay down a program now to 
meet them. But we can recognize and pre- 
pare to meet some of the factors making for 
competition. Immense electric power facili- 
ties are being built during the present na- 
tional emergency. Oil-producing, refining, 
and transportation facilities are being ex- 
panded and will doubtless be able to produce 
a surplus. Coal production is being stepped 
up and the industry is thinking in terms of 
research, promotion, and selling efforts. 
Science may turn again to consideration of 
the sun’s rays as a source of heat. Veritably, 
the market of the gas industry for heat is 
to be challenged on all sides. 

An adequate promotional policy at this 
time must be shaped with one outstanding 
objective—that our companies and our in- 
dustry emerge strong from this war period, 
capable of aggressively meeting the competi- 
tive problems of the peace period. Promotion 
must start from within and be more search- 
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ing than ever we have allowed ourselves to 
think of before. We have a real selling job 
tomorrow and every sinew must be strong 
enough to support the all-out effort for that 
job. We must be strong financially; strong 
in personnel and organization; strong phys- 
ically; strong in favor of the public; and— 
most important of all—strong in our deter- 
mination to adequately serve the public. Our 
industry of tomorrow may well seem un- 
related to the one we know today but it is 
important that by strength, adaptability, 
initiative, resourcefulness, and organization 
we be prepared properly and efficiently to 
perform our obligations and meet our chal- 
lenge. Fortunately a moratorium on the mad 
rush for business and sales presents to us 
an opportunity to review more leisurely 
and sanely what we have been doing and 
to plan more calmly for the future. 


HE speaker observed that the scar- 
city of new appliances gives the 
gas industry an opportunity to em- 
phasize the long life and other good 
qualities of existing gas appliances 
which make for the stability of that 
business. As installation and _ service 
work slack off, he suggested the gas 
companies might undertake the inspec- 
tion of all customer appliances to make 
certain that they are in good repair. 
During such inspection a careful cata- 
logue of all appliances on the customer’s 
premises can be made so that when the 
time comes again for selling, the indus- 
-try will know where its prospects are lo- 
cated, ‘ 

While some businessmen may be tak- 
ing a superior attitude during this seller’s 
market, the utilities, he thought, have a 
marvelous chance to promote good will 
by exhibiting a real interest in the cus- 
tomer’s welfare. Referring specifically 
to utility advertising, Mr. Wolf stated: 

What to do about advertising in these 

days is troubling all of us. I believe firmly 
that this is the time to strengthen our national 
advertising and that we should study care- 
fully our local advertising in each commu- 
nity. Our industry’s national advertising pro- 
gram is making friends for us everywhere. 
It needs further encouragement. Local ad- 
vertising is a problem peculiar to each lo- 
cality. We are seeing a rapid shift from ap- 
pliance copy to institutional copy, slanted to- 
ward our industry’s important contribution 
to national defense. We have an established 
relationship to maintain with our local ad- 
vertising media. It is my hope that we shall 
be able to continue our local advertising. 
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No discussion of promotional policies 
would be complete without a word of ap- 
probation for the movement within our in- 
dustry for research. Meeting the challenge 
of the past, our engineering and research 
efforts have brought us from an industry 
of “lighting” to an industry of “heating.” 
A new challenge on this latter front is now 
before us and we must find out whether we 
can and should adequately meet that chal- 
lenge or again orient our industry in a new 
direction. If we are to continue as a heat- 
serving industry, we have a responsibility to 
make certain that we are utilizing economi- 
cally the energy resources of the country, 
Can the already high efficiency of gas manu- 
facturing processes be increased and give 
manufactured gas a more important place 
in our picture? Can transmission and dis- 
tribution efficiencies and facilities be im- 
proved so as to shorten the dollar distance 
from the point of origin to the point of use? 
Can our utilization factors be improved and 
new methods of utilization be devised? Our 
industry, at this time, is severely circum- 
scribed by the cost of extending its facilities. 
Research might well find the answer to our 
questions and thus broaden the horizon of 
our industry. 

Promotional policies, as never before, 
must touch on every individual company 
policy of every nature. We will continue to 
be ALL ouT for national defense but must 
build strongly for the years ahead. What I 
have been trying to say is that selling goes 
far beyond the mere matter of transferring 
a piece of goods from our floor to the cus- 
tomer’s kitchen. Selling must start, continue, 
and end with service. To the extent that we 
rededicate ourselves to service—believe it, 
live it, and practice it—to that extent will 
our industry merit and receive a just share 
of the customer’s dollar in the future. 


paregd before the gas association 
held its annual meeting in Atlantic 
City, the United States Independent 
Telephone Association held its national 
convention in Chicago. Here again the 
problem of what to do about advertising 
and soliciting business came up. Discuss- 
ing this angle the following week in a 
periodical bulletin of the association 
sent to its members, Louis Pitcher, ex- 
ecutive vice president of the USITA, 
stated : 

One who attended the convention last week 
must have been impressed by the opinion 
often heard “that business, as usual, for 
telephone companies was ‘out the window,’’ 
an expression also frequently heard at 
Washington. ‘ 

Soliciting new business has ceased with 
practically all telephone companies, as the 
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“BUSINESS IS PICKING UP—ONLY SIX SLUGS AND NO WILLKIE BUTTONS” 


normal increase coming by reason of present 
business conditions will be more than enough 
to use up the surplus capacities of most tele- 
phone exchanges. 

One of our largest and best-managed tele- 
phone companies recently circularized its 
patrons suggesting the degrading of service 
from independent lines to party lines and 
from 2-party lines to 4-party lines, etc., in 
order that the facilities of that company may 
be sufficient to take care of the large amount 
of business which is coming to it unsolicited. 

In one of the larger metropolitan dailies, 
... there appears the result of an interview 
with the officials of the telephone company 
operating in the city of publication, which 
relates that the shortage of copper wire and 
cable is curtailing the service of that com- 
pany in its operating. A delay of over a 
month in the installation of new telephones 
is being experienced and that because of the 
increased use of lines for long-distance calls 
occasioned by the new armament program. 
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More than 3,000 switchboard operators have 
been employed since the first of the year 
and more than 1,000 persons have been added 
in other capacities. 

Advertising, if not augmented, should be 
continued, but its trend should be to advise 
patrons of difficulties which are likely to be 
encountered in the future. The inability of 
the Bell system to secure materials for the 
increasing of long-distance facilities has re- 
sulted in the slowing up of toll service; this 
will increase no doubt as time goes on. 

No company, unless it entered the period 
with an unusually large surplus of cable and 
switchboard, facilities, will be able to cope 
satisfactorily with the situation with which 
they will soon be confronted. More new tele- 
phones have been installed so far this year 
than in any recent similar period. 

It is possible that before long the govern- 
ment will tell us just whom we may take on 
as new subscribers, just as they are now in- 
dicating who can obtain scarce materials. It 
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is high time our houses were put in order, 

but remember the value of good public re- 

lations and keep your patrons advised by 
good will advertising of the reasons for the 
difficulties which they may encounter in con- 
nection with the possible let-down of your 
service, both long distance and local. A well- 
informed public is the best protection we 
have against further governmental control. 

Under present conditions surplus plant 
facilities when used up will mark the dead- 
line of further growth. 

As for electric power, the impression 
seems to prevail in Washington, D. C., 
and elsewhere that the peak demands re- 
sulting from defense activity will be met 
largely from existing facilities of the 
industry rather than large-scale ex- 
pansion. The principal reason for this is 
the shortage of materials to build new 
facilities. 


s indicated in the case of the tele- 

phone industry, however, the net 
result of this contraction of the market 
demand to fit the output of the utility 
industry’s productive capacity will be 
some form of rationing. In sections 
where the electric power supply becomes 
very tight it will probably be necessary 
to curtail nonessential usage of electric 
power such as display signs, elaborate 
and ornamental street lighting, and so 
forth. (See page 712.) 

The ban on nondefense building by 
the recent order of the Supply Priorities 
and Allocation Board (SPAB) and the 
check on civilian business generally as 
a result of priority policies, should serve 


automatically to relieve both the electric 
and telephone industries of some bur- 
densome undertakings that they might 
otherwise have to assume. In extreme sit- 
uations, however, it may be necessary 
to cut down or even cut out the amount 
of utility service now being taken by ex- 
isting nondefense businesses. 

One long-range consolation in the de- 
cision to contract the demand rather 
than expand productive facilities in 
utility lines should be the alleviation of 
a troublesome surplus capacity problem 
after the emergency has passed. But 
there will be surplus capacity in any 
event, as the gas industrial executive al- 
ready quoted has indicated. It may turn 
electric utilities into new competitive ef- 
forts at the expense of gas utility busi- 
ness. On the other hand, new uses for 
aluminum and other heavy defense in- 
dustrial consumers of electric power 
may help to rectify the problem in the 
post bellum period. 

But come what may, far-sighted util- 
ity executives seem agreed that a con- 
tinuation of advertising and promotion- 
al activity to preserve good will, even 
though there is little to sell for the pres- 
ent, will prove a wise policy in the long 
run. It would follow from this, of 
course, that manufacturers of utility 
supplies and equipment would do well 
to keep their industrial contacts in good 
condition by proper advertising and pro- 
motion activity “for the duration.” 

—F. X. W. 





Electric Power from the Winds 


HE wind has served the human race 

for some 8,000 years; yet it has 
been too fugitive to harness for modern 
electric generating systems. Small bat- 
tery chargers, powered by windmills, are 
widely used by farmers in the prairie 
states. But they cannot compete with 
water, steam, or Diesel on a large scale. 
In the November issue of Fortune 
magazine is an account of an interesting 
experiment now going on in Vermont, 
where an attempt is being made to sup- 
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plement steam or water power by elec- 
tricity from a wind-powered generator. 
On top of a bald mountain known as 
Grandpa’s Knob, a gigantic wind turbine, 
developing 1,000 kilowatts, has been con- 
structed for test operations through the 
rigorous New England winter. 

The test unit cost about one-half mil- 
lion dollars, including research expense; 
but if the results are satisfactory, it is 
estimated future units could be de- 
signed to generate current, fixed charges 
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included, for no more thayi many steam 
plants pay for coal alone. ‘ndeed, for 
3,000- or 4,000-kilowatt size wind tur- 
bines, the cost may fall below $100 per 
kilowatt of capacity (which is regarded 
as very economic practice today). If the 
optimistic hopes of the sponsors are ful- 
filled, wind turbines may combine the 
low installation cost of steam with the 
low operating cost of hydro. 


LBERT A. Cree, president of Central 
Vermont Public Service Corpora- 
tion, to whose lines the Grandpa’s Knob 
turbine is connected, states: “If they pan 
out well, they will come in handy for 
small companies like us.” The Fortune 
article added: 

Mr. Cree was thinking of water-power 
sites that are not developed because the flow 
of water is meager or irregular. Stand-by 
steam plants the size he needs are too costly. 
But the combination of cheap wind power 
and minimum development of marginal hy- 
dro sites might do the trick. Indeed, wind 
turbines would enable many a company to 
“firm up” its hydro power—.e., to guarantee 
a steadier supply, obtain a higher rate. 
Moreover, the run on aluminum and mag- 
nesium has resulted in hydro developments 
whose output would benefit greatly by such 
“firming up.” With big steam turbines and 
generators unavailable for several years, 
wind turbines (for which there is available 
manufacturing capacity) might be used. 


It is well established that the wind 
blows stronger and longer as one gets 
away from the equator. Australasia is 
quite breezy ; as are the “funnel plains” 
of the central United States, extending 
from Texas into Saskatchewan and 
Manitoba. The big question is whether 
wind turbines will prove dependable and 
economical. 

As many as 350 engineers and experts 
worked on the Grandpa’s Knob wind 
machine, the invention of which is cred- 
ited by the Fortune article to Palmer 
Cosslett Putnam, son of the late publish- 
er, George Haven Putnam, who was en- 
couraged in his idea of wind-powered 


generation by Dr. Vannevar Bush, then 
engineering dean of Massachusetts In- 
stitute of Technology, and Tom Knight, 
General Electric vice president. The 
Grandpa’s Knob experiment is being 
sponsored by the S. Morgan Smith Com- 
pany, manufacturer of water turbines, 
in collaboration with the Budd Manu- 
facturing Company (blades), and 


American Bridge Company (tower). 


HE apparatus, mounted on a 110- 

foot steel tower, looks something 
like a very flexible, oscillating electric 
fan, if such a fan had only two blades 
shaped something like a propeller of an 
autogyro. The generator unit is mounted 
opposite the blade assembly and balances 
it. Together they weigh 250 tons. 

The ingenious character of the device 
is the blade assembly: two long, narrow 
stainless steel paddles, measuring 175 
feet from tip to tip. The Fortune article 
explains them as follows: 

Their pitch is automatically controlled to 
keep them turning steadily at 28.7 revolu- 
tions a minute. Carrying a load, they achieve 
this speed in an 18-m.p.h. wind when almost 
flat against the breeze, and in a 60-m.p.h. 
wind when almost feathered, or turned edge- 
wise into the flow of air. The unit is de- 
signed to withstand a 140-m.p.h. dry wind, and 
a 100-m.p.h. wind with 6 inches of ice on the 
leading edges of the blades; at present for 
safety’s sake the blades are set in a neutral 
position in winds of more than 60 m.p.h. 
But the most striking feature is the provi- 
sion for the blades to “cone” or fold up to 
absorb sudden gusts and maintain even 
speed . . . The coning mechanism itself is 
damped by the oil-filled cylinders . . . The 
unit has been run at full speed and elaborate 
tests have revealed no unexpected vibrations 
as yet. 


The real test will come this winter. 
Study of wind and ice indicates that they 
are as severe in Vermont as they are 
likely to be anywhere. Which means that 
if the turbine does not collapse on Grand- 
pa’s Knob, it could stand up to a good 
Texas northerner. 

—F. X. W. 
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Power Curb May Extend to 
Defense 


A GOVERNMENT spokesman said recently that 

the Office of Production Management 
order darkening show windows in seven south- 
eastern states may be extended to include cur- 
tailment of power for some defense plants. 
Due to a prolonged drought and resultant 
water shortage, the OPM called for a com- 
plete blackout of sign and window lighting, 
outdoor lighting for amusements and sports 
in the Southeast, effective October 30th. 

The power conservation program, admitted- 
ly set up as a pattern to be used later in any 
part of the country where power facilities for 
defense work have to be husbanded, also called 
upon large commercial and industrial users 
of power in the states affected to curtail their 
use of power by 30 per cent beginning Novem- 
ber 10th—later postponed to November 17th. 

The order required the immediate pooling 
of power by interconnected systems of 40 


publicly and privately owned companies in 13 
states. This pooling is expected to make avail- 
able the maximum power to the regions where 
it is urgently needed. 

Curtailment was required by the new regu- 
lation in Alabama, Georgia, Tennessee, east- 
ern Mississippi, northwest Florida, southeast- 


ern South Carolina, including Charleston, and 
North Carolina. The 30 per cent cut applies to 
every nonexempt consumer who used more 
than 10,000 kilowatt hours of electricity dur- 
ing the month for which his meter was read 
between September 15th and October 14th, in- 
clusive. In North Carolina, and in most of 
South Carolina, a curtailment of 5 per cent 
would be sufficient. 

Vital defense industries and others pro- 
viding essential civilian services were exempt 
from the order. 


NAM Reports on Power 


HE National Association of Manufac- 
turers declared recently in a report on a 
special study covering the electric power de- 
mands of the defense program that, taking 
into consideration power construction sched- 
uled for completion by the end of 1943, the 
electric power supply of the United States 
should prove sufficient to meet “probable de- 
mands of the defense program.” 
The association warned, however, that 
there will be power shortages in a “few areas,” 
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and that in other regions the margin of safety 
will not be wide. It also declared that the 
proposed St. Lawrence seaway and power de- 
velopment would not provide a “practical so- 
lution” to the power situation in the East. 

Measuring the electric power and light in- 
dustry against the requirements of the nation- 
al defense program, the report arrived at the 
following conclusions: 

1. For the country as a whole the power 
supply, as augmented by new construction 
scheduled from 1941 to 1943, should prove 
sufficient for probable demands upon it. Ad- 
mittedly, power use is likely to come much 
closer to power ‘capacity than has been the 
case in more normal years. 

In a few areas there will be shortages 
and in others the margin of safety will not be 
wide. These situations are being corrected 
in many cases by new installations. The 
southeastern section of the country presents 
a serious power deficiency because of two fac- 
tors—a greater demand than anticipated and 
a drought which reduced water supplies. 

3. The St. Lawrence seaway project does 
not provide a practical solution to the power 
problem, because it will require men, money, 
and materials more urgently needed else- 
where. 

4. The factors of obsolescence and inade- 
quate excess capacity of factory-owned pow- 
er plants are likely to bring increasing depend- 
ence of industry on power purchased from 
central stations as industrial activity advances. 
Utilities should make due allowance in esti- 
mating future power demands. 

5. There is need for a moderate amount 
of interconnection of transmission lines to 
close some gaps in high-voltage transmission 
systems. 

6. There are two potential limiting factors 
from outside the utility industry which could 
have an important bearing on future power 
supplies—limited facilities for the manufacture 
of heavy electrical equipment and limited facil- 
ities for the transportation of fuel. 

The association declared that at the start 
of its defense effort “The United States was 
fortunate to have an electric power industry 
exceeding the maximum capacity of England, 
France, Germany, and Italy. This industry, 
built very largely through private enterprise, 
has made electricity part of our daily lives and 
a necessity in almost every kind of business.” 

To meet the demands of the national de- 
fense program, the association reported, the 
electric utility industry will spend more 
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than $1,000,000,000 on installations of new fa- 
cilities in 1941 and 1942, 

The report asserted that private utilities 
in the Tennessee valley area and in the Pa- 
cific Northwest in the Bonneville power re- 
gion had been faced with government com- 
petition and, therefore, found it difficult to 
expand through private capital financing. 
“Private utilities are perhaps less well pre- 
pared for extraordinary loads near public 
projects than elsewhere,” the report declared. 


SEC Opposed to Amendments 


HE Securities and Exchange Commission 

last month carried to Congress its fight 
against relaxing any of the “investor protec- 
tion” features of the securities laws. Indica- 
tions of vigorous SEC opposition to the main 
proposals made by the securities industry for 
amending the laws high lighted the opening of 
hearings before the House Interstate and 
Foreign Commerce Committee. SEC Com- 
missioner Ganson Purcell led the attack. 

Late in the summer 86 amendments were 
submitted to the committee. These were 
worked out after long conferences between 
the commission and industry representatives. 
The two groups are in agreement on many 
of them, but the ones considered by securi- 
ties men to be the most important are opposed 
by the SEC. In addition, there are amend- 
ments contained in bills introduced by Repre- 
sentatives Wadsworth of New York and Pad- 
dock of Illinois. 

Chairman Lea of the House committee, in 
opening the hearing, said Congress would 


be guided in considering the amendments by, 


what can be done that will best “encourage 
investment, increase employment, and improve 
administration of the acts.” The committee, 
he said, was not committed to any of the pro- 
posals before it. 

Emil Schram, president of the New York 
Stock Exchange, testifying at the hearing, ap- 
pealed to Congress for revision of the Federal 
securities laws to help “stamp out the creep- 
ing paralysis which has beset our exchange 
markets.” Mr. Schram declared that rehabil- 
itation of the nation’s markets is “vital to our 
private enterprise system,” and urged close 
cooperation among Congress, the Securities 
and Exchange Commission, and the financial 
industry toward this end. 


Utility Pleads Guilty 


HE Illinois Iowa Power. Company and 

the Missouri Power & Light Company 
pleaded guilty in Federal District Court 
last month to distributing $77,000 to Illinois 
political campaigns from secret slush funds, 
ut similar charges against three utility ex- 
ecutives were nol-prossed on recommenda- 
tion of United States District Attorney How- 
ard L. Doyle. Federal Judge Charles G. Brig- 
gle immediately ordered the two utility com- 


panies, subsidiaries of the giant North Amer- 
ican holding company, to pay fines of $5,000 
each and costs. 

The two utility companies and three top 
executives were indicted last December by a 
Federal grand jury on charges of raising and 
distributing the slush funds to Illinois mayors 
and candidates for the state legislature in 
violation of the 1935 Public Utility Holding 
Company Act and the Federal conspiracy stat- 
utes. 


Gas Industry Organizing 


yr sey i of the natural gas industry 
for defense under the Office of the Pe- 
troleum Codrdinator was begun last month 
at a conference in the Waldorf-Astoria hotel, 
New York city, among representatives of the 
American Gas Association and, Dr. Robert E. 
Allen, director of production of the OPC. 

Dr. Allen, meeting with 100 executives of 
companies in the association, an organization 
of six hundred member concerns controlling 
the $4,000,000,000 industry, asked that five 
officials of corporations in the field accept 
positions as regional chiefs of the five sections 
into which the country was divided for regula- 
tion of the petroleum output. These were 
Frank Brewster, president, Bedford-Quad- 
rangle Drilling Co., for the eastern seaboard; 
W. K. Warren, president, Warren Petroleum 
Corp., for the Midwest; D. E. Buchanan, 
president, Hanlon-Buchanan Co., for the 
South; Robert Hendee, general manager, Co- 
lorado Interstate Gas Company, for the Far 
West; and William Moeller, Jr., vice pres- 
ident, Southern California Gas Company, for 
the Pacific slope. 

Dr. Allen explained that a natural gas and 
natural gasoline section had been established 
in the Office of the Petroleum Co6érdinator to 
coérdinate the activities of the industry with 
those of various state and Federal govern- 
mental agencies in the national defense pro- 
gram. The action was taken, he said, in ac- 
cordance with instructions of President Roose- 
velt to Secretary of the Interior Harold L. 
Ickes last May. 


Copper Shortage Felt 


EFENSE Officials indicated, recently that the 


Rural _ Electrification Administration 
faced serious difficulties in obtaining copper 
for its lines and probably would have to order 
a sharp curtailment of its activities. 

Although the priorities division of the Of- 
fice of Production Management had not an- 
nounced a policy covering REA’s request, of- 
ficials said the agency would have to be satis- 
fied with a high civilian preference rating on 
copper supplies—and, at the time of writing, 
there was virtually no copper available for 
nondefense needs, For October, for example, 
the OPM estimated that available copper sup- 
plies would run 6,000 tons short of direct de- 
fense requirements. 
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One REA spokesman declared the agency 
needed a minimum of about 2,500 tons of cop- 
per a month. He said that REA now had about 
30,000 poles standing without wires. Harry 
Slattery, REA Administrator, declared that 
“there must be no hesitancy in choosing be- 
tween farm electric lines and shell casings.” 


Indicative of the implied priorities policy, 
officials mentioned approval of an klahoma 
project involving extension of REA lines into 
an Army camp under construction at Neosha, 
Missouri. Where actual defense work is in- 
volved, REA’s chances of obtaining copper 
were considered reasonably good. 


Alabama 


Strikers Will Resume Work 


TRIKING CIO United Mine Workers voted 
last month to return to their jobs at the 
Sloss-Sheffield Steel & Iron Company’s furnaces 
and by-product plant in Birmingham, which 


promised an end to the industrial gas shortage 
which closed more than 40 industries in that 
area. Approximately 800 men were involved in 
the Sloss-Sheffield walkout. The company 
produces approximately 50 per cent of Bir- 
mingham’s gas supply. 


California 


Faces Gas Shortage 


ALIFORNIA industries got storm warnings 

from the state railroad commission re- 
cently, and were told that because of an ex- 
pected record consumption of natural gas by 
domestic and commercial users, they might 
have to lay in supplies of stand-by facilities 
(fuel oil, butane gas, etc.). 

Reasons for the anticipated shortage were: 
(1) a shift in the weather cycle which prom- 
ises a cold winter for Californians, and a 
subsequent increase of domestic natural gas 
users; (2) requirements of national defense; 
(3) transmission difficulties. 

Warnings of the natural gas shortage were 
delivered incident to a railroad commission 
investigation of the state’s natural gas sup- 


ply and the utilization of that supply at a 
meeting in the state building at San Francis- 
co. An overflow crowd attended the hearing. 


Hetchy Proposal Rejected 
A $66,500,000 bond issue to distribute mu- 


nicipally generated power in San Fran- 
cisco was rejected 113,070 to 66,069 in the No- 
vember 4th election, despite the intercession of 
President Roosevelt and Secretary of the In- 
terior Harold Ickes. 

It was the eighth time in fourteen years that 
San Francisco voters had rejected a proposal 
for municipal distribution of power generated 
at the city-owned Hetch Hetchy plant but dis- 
tributed in the city by the Pacific Gas and 
Electric Company. 


Florida 


Attack Power Firm’s Value 


HE Tampa Utility Board challenged re- 

cently the Tampa Electric Company 
method of figuring depreciation in its valua- 
tion of property for a rate-making appraisal. 
Charles F. Blake, attorney for the board, 
sharply cross-examined Albert P. Learned, en- 
gineer for the company, about his determina- 


tion of an $8,300,000 value for company prop- 
erty within the city limits. 

The method of figuring depreciaticn on the 
company property is a principal bone of con- 
tention in the fight over electric rates for 
Tampa consumers. The utility board, saying 
the company investment is only $4,400,000, or- 
dered a 30 per cent cut in electric rates more 
than a year ago. 


Indiana 


Rate Case Appealed 


HE recent adverse decision of the state 
public service commission on the request 
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of Indianapolis hotels, restaurants, apartment 
houses, and clubs for lower electric rates was 
appealed to circuit court 

Firms making the appeal contended they 
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should be classified as industrial users, rather 
than commercial users, thus giving them low- 
er rates. They alleged discrimination because 
they had not been classified as industrial users. 

The public service commission had held 


that there could be no discrimination as be- 
tween one type of user and another. Members 
of the commission and officers of the Indiana- 
polis Power & Light Company were named 
defendants in the appeal. 


Iowa 


Power Plant Strike Ended 


TRIKING Cedar Falis city electrical workers 
S who had been away from their posts for 
over two weeks went back to work on October 
25th, following approval by the council of an 
agreement for higher wages, seniority rights, 
and additional safety measures. The back-to- 
work decision came following meetings by 
both the council and the Electrical Workers 
Local 288 of Waterloo, to which the men be- 
long. 

The council approved unanimously a com- 
promise agreement worked out by Ross J. 
Kidder, Waterloo, hired by the Cedar Falls 
chamber of commerce to act as mediator in 
the dispute. Following the council’s decision 
to accept the proposal, the strikers in turn 
voted 100 per cent for returning to work. 

Although no labor contract was signed by 
the council, it did agree to a 50-cent hourly 
minimum wage, overtime pay, and gave 
workers the right to a public hearing in case 
of dismissal. 

No back pay was granted the workers for 
the time they were on strike, but increase in 


future wages ranged from 124 to 30 per cent 
above rates paid prior to April Ist. 


Rate Cut Considered Too Small 


i proposed gas and electric rate reduc- 
tions in Des Moines were “much too 
small” the city council was told recently by 
the 5-man committee which the council au- 
thorized, to investigate possibility of purchase 
of the gas and electric utilities (affiliated Des 
Moines Electric Light Company and Iowa 
Power & Light Company) by the city. 

The council had earlier tentatively agreed 
with utility officials to proposed rate reduc- 
tions aggregating $148,000 a year—$114,000 
on light bills and $34,000 on gas bills. 

Gregory Brunk, attorney and spokesman 
for the committee, presented to the council 
a statement recommending immediate ac- 
ceptance of “this first offered reduction” but 
urging the councilmen “immediately to press 
for fully justified additional reductions.” 

One council committee member recom- 
mended that the FPC be asked to determine 
a proper rate for the city. 


Kentucky 


He said “we contend that we are not re- 
quired to pay the state registration fee col- 
lected through the county clerk. We have paid 
this fee since 1939 under protest and the total 
amounts to $14,598 which we are asking to 
have refunded with interest at 6 per cent.” 


Sues for Refund 


A= the passenger busses operated in 
cities and their suburbs are exempt from 
registering with county clerks, the Louisville 
Railway Company last month filed a suit in 
Frankfort demanding a refund of $14,598 
paid in registration fees. 

R. C. Mayhall, company executive, ex- 
plained the company is now required to buy 
a state license tag through the county clerk 
just as other motorists are; that it must pay 
a fee to the state motor transportation divi- 
sion of $1.50 per bus seat per year; and that 
it must pay a fee for each bus to the city sink- 
ing fund, 


Wolf Creek Power Approved 


ERMISSION for the Kentucky Utilities Com- 

pany to extend a line into Russell county 
to take care of power needs for construction 
at the Wolf Creek dam site was given by the 
state public service commission late last 
month. The company already had obtained a 
franchise from Russell county. 


Louisiana 


Suit Asks Rate Cuts 


Pose for an injunction by which the 
New Orleans Public Service Inc. would 
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be required to reduce its existing gas rates 45 
per cent, electric rates 35 per cent, and street 
car and bus fare from 7 cents to 5 cents was 
filed recently in civil district court. 
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Officials of the Public Service, Mayor 
Robert S. Maestri, and other members of the 
commission council were directed to show 
cause on November 7th before Judge Paul E. 
Chasez in civil district cqurt why the injunc- 
tion should not be granted. 

The petition was filed by James H. Mor- 
rison, Hammond attorney, in behalf of two 
New Orleans residents. Petitioners charged 
that the commission council under Ordinance 
No. 6822, commission council series, as sup- 
plemented and amended, has fixed and fr 
lished utility rates “at exorbitant, confisca- 
tory, and illegal levels” in violation of Article 
1, §2, of the state constitution, and of the four- 
teenth Amendment to the Federal Constitution. 


City Gas Rates Set 


Whee earante gas consumers will pay 75 cents 
a thousand cubic feet for the first 3,000 
cubic feet, thereafter 60 cents a thousand up 
to and including 7,000 feet; 40 cents a thou- 
sand from 7,000 to 290,000 feet; and 35 cents 


a thousand for consumption beyond 290,000 
feet, according to a rate schedule adopted late 
last month. Rates became effective upon adop- 
tion, subject to reductions when the city- 
owned system is paid for. 

The city of Thibodaux obtains its supply 
24 miles from the city limits from the Lake 
Long Gas Company, which pipes it from Lake 
Long, 30 miles away. The city pays 20 cents 
per thousand cubic feet, a contract figure ar- 
rived at on basis of expected average con- 
sumption, it was explained. 

The city system and the line to the “gate” 2} 
miles away were constructed under an issue of 
$159,000 in 15-year revenue bonds, according 
to the city commissioner of finance. All reve- 
nue, except amounts needed for operating ex- 
penses, will go toward bond retirement. The 
new system will be in charge of Ernest 
Thibodaux, who also is superintendent of the 
municipally owned power plant and water sys- 
tem. No “service” charge will be assessed gas 
consumers; the minimum charge will be $1 
monthly, regardless of yardage used. 


Minnesota 


Acquisition Authorized 


HE Federal Power Commission on Octo- 

ber 22nd announced its order authorizing 
the Otter Tail Power Company of Fergus 
Falls, Minnesota, and operating in Minnesota, 
North Dakota, and South Dakota, to acquire 
certain electric facilities of Minnesota Util- 
ities Company, Minneapolis, Minnesota; to 
issue $200,000 principal amount of first mort- 
gage bonds, 3 per cent series of 1941; and to 
borrow not more than $850,000 from a bank. 
Approval of the acquisition followed a find- 
ing that the proposed merger of properties 
“will tend to advance the codrdination in the 
public interest of facilities subject to the ju- 
risdiction of the commission and will be con- 
sistent with the public interest.” 

Proceeds from the sale of the bonds and 
the bank loan would be used with other funds 
of the Otter Tail Company (1) for the pur- 
chase of the Twin Valley district and the 
Wheaton group of properties of the Minne- 
sota Utilities Company for a cash considera- 
tion of $520,000 plus adjustments for current 
items; (2) to refund an outstanding note in 
the amount of $220,000; and (3) to finance in- 
stallation of 5,000 kilowatts of generating ca- 
pacity at Canby, Minnesota. 

According to the application, the two 
groups of properties authorized to be acquired 
are less than a third of the total holdings of 
Minnesota Utilities Company. Properties in 
the Twin Valley district are located in Mor- 
nam, Mahnomen, Clay, Becker, and Polk 
counties, Minnesota; and properties in the 
Wheaton group are located in Traverse, 
Doughlass, Otter Tail, Swift, Chippewa, Big 
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Stone, Lac Qui Parle, and Wilkin counties, 
Minnesota. The estimated total population 
served by facilities in the two groups is 11,000, 
and the order announced that Otter Tail pro- 
posed for the present to maintain the rates 
prevailing in the two territories. 

The order stipulated that authorizations 
should expire unless acted upon within sixty 
days. The proposed transactions had been pre- 
viously authorized and approved by the state 
public service commission. 


Gas Line Permit Asked 


FFICIALS of the Northern States Power 

Company on October 30th asked the St. 
Paul city council for permission to begin con- 
struction immediately of a quarter-million- 
dollar natural gas pipe line for St. Paul in- 
dustrial use. The matter was referred to en- 
gineers of the public works department to 
check with utilities and see how much those 
services would be dislocated, if at all. 

The engineers were to report on November 
4th, the same day that an application from 
the Natural Gas Corporation for two one-year 
permits to supply service to St. Paul was for- 
mally submitted for definite action. The appli- 
cation was in the form of a request for amend- 
ment of a present 9-year operating permit to 
allow distribution of natural gas to industry 
but not commercial heating or domestic use. 

Northern States Power Company officials 
said that if granted the construction permits 
they were willing to stipulate its pipe line 
would not be used until the company reaches 
an agreement with the council on various 1s- 
sues in regard to natural gas. They said they 
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wanted, to get the line in before hard freezing 
weather comes. 

A $4,000,000 addition, the first of two, to 
the High Bridge electric generating sta- 
tion of the Northern States Power Company, 
will go into service around January Ist, with 
natural gas as its operating fuel, it was an- 
nounced in St. Paul recently. 


> 


At the same time it was disclosed that the 
company, at the request of the Federal Power 
Commission, had established a sizeable guard 
force around the High Bridge plant and the 
Riverside generating station in Minneapolis. 
John B. Anderson, supervising the guard 
force, said it was in the interest of national 
defense. 


Mississipp1 


Steam-electric Plant Planned 


20,000-kilowatt steam-electric generating 
A plant will be constructed on Leaf_river 
near Hattiesburg by the Mississippi Power 
Company, L. P. Sweatt, company vice presi- 
dent and general manager, announced late last 
month. 
Site for the plant, spur track access, and 
rights of way for connecting lines already had 
been purchased. The plant will be the first of 


> 


its kind built in Mississippi and will add 30 
per cent to the state’s total generating capac- 
ity available for public utility service. 

Some of the main projects in the area 
served, by the Mississippi Power Company in- 
clude the 60,000-man troop-training base at 
Hattiesburg’s Camp Shelby, the Keesler Field 
at Biloxi, where 25,000 air force mechanics 
will be trained, the shipyards at Pascagoula, 
and the Meridian municipal air base which has 
been taken over by the Army Air Corps. 


Missouri! 


Reach Informal Accord 


EPRESENTATIVES of the Union Electric 
| ggpmermane of St. Louis and of the Tri- 
State Utility Workers’ Union reached an in- 
formal agreement on November Ist on a pro- 
gram of wage increases and readjustments 


which will add about 14 per cent to the aver- ' 


> 


age pay of the union’s 3,000 members em- 
ployed by the company and will avert their 
threatened strike. The basis of the agreement 
was recommended by a 3-member mediation 
panel representing the National Defense Me- 
diation Board, and headed by Dean Alexander 
S. Langsdorf of Washington University En- 
gineering School. 


Nebraska 


Copper Wire Breakdown 
Demanded 


Qmass of the Nebraska hydroelectric 
authority have been asked by OP M’s pri- 
orities division to break down their lump sum 
request for copper transmission wires for the 
Loup River power project by sections, be- 
fore priority rating will be granted. 

Harold Kramer and George Johnson, Ne- 
braska officials, requested priority ratings for 
the copper wires on the entire Loup River 
project, part of which would supply power 
needed at the Wahoo munitions plant. Priority 
officials said the Nebraska authority had been 
asked to present a detailed report of the trans- 
mission line requirements by sections. Ratings 
for lines in the vicinity of the Wahoo plant 
were expected to be approved, but some lines 
constructed in “remote” areas probably would 
not be granted, they said. 

_ The question of obtaining high priority rat- 
ings for the project was prompted by the re- 
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cent decision of the Supply Priorities and Al- 
locations Board to drastically curtail the use 
of copper by civilian industries, 


Flat Rate Put into Effect 


NABILITY to obtain electric meter sockets 

for use on its rural lines last month 
prompted directors of the Loup River Public 
Power District temporarily to suspend rate 
provisions and substitute a flat rate of $3.50 
a month and 12 cents per day for a fraction of 
a month. Project Superintendent V. M. Young 
said, the change would not materially affect 
revenue. The district now has 719 farm cus- 
tomers in Platte and Colfax counties. 


Power Firm Gains Decree 


| Og District Judge Munger on October 
25th signed a decree permanently enjoin- 
ing the city of York and its officials from is- 
suing or delivering interest-bearing obliga- 
tions, revenue securities, or electric revenue 
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bonds to Steinauer & Schweser, under terms 
of a fiscal agency contract because of pur- 
chase or construction of any electric light and 
power plant under Ordinance No. 740. The 
decree was a part of findings of fact and con- 
clusions of law. The court held the fiscal 
agency contract to have been null and void. 

Suit was originally instituted by the Iowa- 
Nebraska Light & Power Company, holder 
of an electric franchise in York and operating 
there, to enjoin that city from proceeding 
with a view to constructing a light and power 
plant. On last April 4th, the Iowa-Nebraska 
sold its York properties to the Consumers 
Public Power District, and the latter then 
became a party plaintiff. 

The court reserved jurisdiction to make 
further orders should defendants threaten to 


New 


Study Gas Interconnection 


HE state public service commission ex- 
pected to receive this month a report by 
engineers of four utilities on practicality of 
methods of interconnecting gas distribution 
systems and combined operation of manufac- 
turing plants as a safeguard against disrup- 
tion of service in emergencies. 
The Brooklyn Borough Gas Company, 
Brooklyn Union Gas Company, Kings County 
Lighting Company, and Queens Borough Gas 


proceed to purchase or construct. Plaintiffs 
were relieved from all obligations under a 
$10,000 bond and, it was further decreed that 
plaintiffs recover their costs. 

Findings showed that on January 27, 1938, 
the city of York negotiated a fiscal agency 
contract with Steinauer & Schweser granting 
an option to purchase certain interest-bearing 
obligations. On February 21st, the York 
council passed Ordinance 740, providing for 
a special election for the submission of a prop- 
osition to issue $475,000 of bonds for con- 
struction of an electric and power plant and 
calling the election for March 16th. The bond 
proposition received a majority affirmative 
vote. Plans for construction were approved 
November 3rd and a resolution passed calling 
for bids. 


York 


& Electric Company promised Milo R. Malt- 
bie, chairman of the commission, that their 
engineers would confer on these proposals 
and suggest what steps might be taken most 
advantageously. 

At the outset of the hearing in its investiga- 
tion into these proposals, Chairman Maltbie 
explained the purpose of the study to be made, 
emphasizing the opinion that it would be un- 
fortunate if customers of any of these com- 
panies should be unable to obtain sufficient 
quantities of gas. 


as 
Ohio 


Reduction and Refund Ordered 


ee that Columbus gas consumers were 
given inert gas in the amount of 6.48 per 
cent by volume, the state utilities commission 
last month ordered the Ohio Fuel Gas Com- 
pany to cut rates from 56.22 cents to 53 cents 
per one thousand cubic feet. A $500,000 refund 
was also ordered. 

The great bulk of the refund, according to 
George McConnaughey, chairman of the util- 
ities commission, would be paid to approxi- 
mately 66,000 consumers of the old Columbus 
Gas & Fuel Company, which is now merged 
with the old Federal Gas & Fuel Company. 

The chairman pointed out that the old Co- 
lumbus Gas & Fuel Company consumers 
would be the greatest beneficiaries under the 
refund ordered in that they were paying 55 
cents during the entire period of the ordinance 
while the 20,000 consumers of the old Federal 
Gas & Fuel Company paid a rate of only 48 
cents up to August of 1939. Consequently, the 
Federal consumers would receive refunds 
only from August, 1939, to the present time. 

In the 2-to-1 decision concurred in by 
the chairman and Harry M. Miller, the order 
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reduced the previously fixed rate of 56.22 
cents, which was remanded to the utilities 
commission last August by the Ohio Supreme 
Court with instructions to revise the rate after 
eliminating the cost of procurement and dis- 
tribution of inert gases. 

Dennis F. Dunlavy, Democratic member of 
the commission, dissented from the order. 

The company filed a petition asking for a 
rehearing. Contending that the commission 
erred in 10 particulars when it set the rate, 
the company’s application held that the rate 
will not yield a fair return on the fair value 
of its properties and is, in fact, confiscatory. 

The commission’s order came almost upon 
the eve of a proposal to establish a 56.22-cent 
gas rate for two years, which was decisively 
defeated at the November 4th elections, by a 
vote of 36,822 to 17,136. The rate will continue 
in effect pending outcome of company’s appeal. 


Municipal Ownership Defeated 


f¥ November 4th elections throughout the 
state recorded no gains for municipal own- 
ership. Cincinnati voters (for the second time) 
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turned down, by a 3-to-1 vote, a $100,000,000 
bond issue proposal to purchase the electric 
properties of the Cincinnati Gas & Electric 
Company or to build a municipal plant. The 


town of Ada rejected a plan to issue $100,000 
for purchase of the Ohio Water Company sys- 
tem, and North Baltimore voters defeated a 
list of municipal ownership candidates. 


ip 
Oklahoma 


Bond Sale Upheld 


Ef state supreme court, late in October, 
upheld the right of the Grand River Dam 
Authority to issue an additional $1,300,000 
in bonds to go with an additional PWA grant 
of $1,063,636 to complete the project. The 
court held that the amendment to the state 
constitution, adopted by the people last March 
to force balancing of the state budget, cannot 
be effective against the authority for issuance 
up to $15,000,000 in GRDA bonds. 

Any restriction on authority granted to the 
Grand River Dam Authority by the 1935 legis- 
lature for bonding up to the limit prescribed 
by the law would be in violation of the Fed- 
eral constitutional provisions prohibiting any 
action to impair contracts—in this case be- 
tween the GRDA and the Federal bond-buying 
agency, the court said. 

Oklahoma’s supreme court recalled that the 
various agreements and amendatory agree- 
ments between the GRDA and the PWA were 
made with the view of completing the big hy- 
droelectric power project so its income could 
take care of operating and maintenance costs, 
and retire the bonded debt. It is necessary for 
the project to be completed for it to obtain in- 
come, the court pointed out, since the GRDA 
cannot assess and levy taxes nor pledge the’ 
credit of the state. 

The court decision affirmed an opinion of 


the Craig County District Court, which had 
denied an injunction sought by a protesting 
taxpayer to prevent issuance or sale of the ad- 
ditional bonds. 


Utility Pay Hiked 


WAGE adjustment to help meet the in- 

creased cost of living, effective Novem- 
ber Ist, was recently voted by the board of 
directors of the Oklahoma Gas & Electric 
Company, it was announced by J. F. Owens, 
president of the company. 

The adjustment would add $8 a month to 
the salaries of all regular monthly employees 
of the company earning not in excess of $250 
per month, and 5 cents an hour to the pay of 
all employees paid on an hourly basis. 

It was explained that the adjustment “is not 
a raise, but a high cost of living bonus and it 
does not change basic pay scales.” It was fur- 
ther stated: 

“All members of the company are fully 
aware of the fact that returns from the sale 
of our service are fixed by regulatory bodies 
and, therefore, do not follow general price 
trends. 

However, the wage adjustment now author- 
ized is made in accordance with the company’s 
long-established policy of making such adjust- 
ments when possible and when conditions indi- 
cate the need for them.” 


Oregon 


Votes for Bonneville Power 


HE Astoria city commission voted last 
month to apply for preferential rights to 
Bonneville power before January 1, 1942. 
The commission deferred any action toward 
establishment of municipal power operation 
until Congress passes legislation determining 


method of administration of Columbia river 
power and fixing a method of financing mu- 
nicipal operations. 

The action was taken on recommendation of 
City Manager George McClean and City At- 
torney James L. Hope, who had been investi- 
gating the municipal power situation at the 
commission’s request. 


, 


Pennsylvania 


Power Lack Hits Workers 


Pramas of Westinghouse employees, who 
_ work in one of the world’s largest elec- 
trical plants, were prevented late in October 
from moving into the new Turtle Creek de- 
fense project—because of lack of electrical 
power. Frank L. Palmer, director of the Al- 


legheny County Housing Authority, explained 
that although the 600-unit project was par- 
tially ready for occupancy from the construc- 
tion standpoint, families could not be moved 
in until the Duquesne Light Company was 
able to obtain priority ratings from the gov- 
ernment for equipment needed to “cut in” serv- 
ice to the homes. 
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Rhode Island 


Plant Petition Granted 


jgeoncennnid zoning board, overriding the 
vigorous protests of several wealthy 
property owners and summer colonists, re- 
cently granted the Narragansett Electric Com- 
pany permission to erect a $2,500,000 electric 
generating plant on the fringe of the town’s 
summer playground, and wrote “finis” to a 
bitter controversy that had split the town into 
two camps for weeks. 

Its decision to permit the utility to build at 
Thompson’s Corner on the bank of the Paw- 


catuck river was unanimous, but the board 
tacked on nine conditions designed to preserve 
the beauty of the surroundings and eliminate 
possible nuisances. 

These conditions require the plant to be of 
brick or granite, its grounds landscaped, its 
coal pile screened by trees, and its coal un- 
loaded silently. They require machinery to be 
as noiseless as possible; forbid overhead trans- 
mission lines; prohibit storage on the premises; 
and require enclosure of transformers, and the 
use of all reasonable methods to prevent in- 
terference with radio reception. 


B 
Utah 


Commission Orders Parleys 


n the strength of a statement from its 

engineering department asserting that the 
Utah Power & Light Company valuation is 
inflated by approximately $30,000,000, the state 
public service commission last month an- 
nounced that a series of informal conferences 
with company officials would, be held. 

After these conferences a formal hearing 
will be held, if necessary, to determine if the 
commission’s engineering department has 
reached a proper conclusion with respect to 
the power company’s value for rate-making 
purposes, according to Chairman George S. 
Ballif. He said: 

“The engineering department of the public 
service commission has submitted to the com- 
mission members a report which shows a wide 
difference in the value established by the Utah 
Power & Light Company on its properties and 
the value thereto established by the commis- 
sion’s engineering staff... . 

“In other words, if the figures of the com- 
mission’s engineering staff are correct, the 
power company earned more than $1,000,000 in 
excess of a 6 per cent return on its investment 
in 1940. Thus it becomes most vital to the 
people of Utah for this commission to deter- 
mine without delay the true value of the Utah 
Power & Light Company’s property for rate- 
making purposes.” 

Mr. Ballif pointed out that under the law a 
utility is entitled to a fair return on its prop- 


erty used and useful in providing service to 
the public, which makes it imperative that a 
proper valuation be arrived at. 


Tax Rate Challenged 


F eerngs that was expected to have an effect 
on tax valuations of power companies 
throughout the state was brought October 21st 
in the state supreme court by Washington 
county against the state tax commission and 
the Southern Utah Power Company. It was in 
the form of a petition for a writ of prohibi- 
tion against the tax commission and the power 
company, and attacked the constitutionality of 
a state law pertaining to the tax exemption of 
power companies providing power to pump 
irrigation water. The court was asked to re- 
strain the commission from making an assess- 
ment in accordance with this law. 

Under the constitution any power plant de- 
voted to providing power for irrigation water 
pumping is exempt from taxation. If a part 
of the plant supplies power for pumping, the 
taxation is reduced in proportion to the 
amount of power sold for such purpose, and 
the money thus saved is prorated to irrigators. 

Elias Hansen, attorney for the plaintiff in 
this case, said that the tax commission, acting 
in accordance with the statute, had been ap- 
plying the reduced, tax valuation to all prop- 
erty of a power company furnishing pumping 
power, whether or not it is used directly to 
produce or distribute the pumping power. 


SB 
Washington 


fecting lands of the United States within the 


Power Permit Granted 


HE Federal Power Commission last month 
authorized issuance of a 50-year license 
to the city of Tacoma for construction, opera- 
tion, and maintenance of a 156,000-horsepower 
hydroelectric project on the Nisqually river 
in Thurston, Pierce, and Lewis counties—af- 
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noqualmie National Forest. 

The Power Commission license stipulated 
that the city should begin construction within 
three months from the date of the license and 
“thereafter in good faith and with due dili- 
gence prosecute and complete such construc- 
tion by July 1, 1944.” : 
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The Latest 
Utility Rulings 


Abandonment of Facilities Standing in 
Way of Flood-control Project 


HE United States District Court for 

the District of Maryland dismissed 
a suit to enjoin the operation and effect 
of an order of the Interstate Commerce 
Commission permitting abandonment of 
a line of railroad through a valley which 
would be submerged by a flood-control 
dam. The court held that, under the In- 
terstate Commerce Act, the commission 
had authority to consider not only the 
present but also the future public con- 
venience and necessity in determining 
whether abandonment should be permit- 
ted. 

The commission might properly take 
into consideration the magnitude of the 
outlay necessary to comply with a re- 
quirement that the railroad line be re- 
located when the inevitable approach of 
the flood project would compel discon- 


tinuance of operation over the tracks in 
the valley. 

The point was raised that the commis- 
sion had jurisdiction only to consider 
public interest in regard to transporta- 
tion and that it could not authorize aban- 
donment of a profitably operated line be- 
cause of a public interest outside the field 
of transportation. The court, however, 
said that it was not necessary to decide 
that question. The commission had been 
satisfied, irrespective of the general bene- 
fits expected to flow from flood control, 
that the large expenditure required to 
relocate and the increased cost of main- 
tenance would impose an unreasonable 
burden and that public convenience and 
necessity with respect to transportation 
would be served by abandonment. 
Purcell et al. v. United States et al. 


e 


Proposals for Higher Telephone Rates Considered 
On Local Exchange Basis 


Be Commonwealth Telephone Com- 
pany applied to the Wisconsin com- 
mission for authority to revise and in- 
crease rates at sixty-eight exchanges. 
The commission held that the reason- 
ableness of the proposed rates should be 
determined on the basis of the earnings 
of the individual exchanges rather than 
on a system-wide basis. Increased rates 
were authorized for some exchanges and 
denied as to others. 

The difference between system-wide 
and area rates for telephone companies 
and for electric utilities was discussed. 
It was pointed out that a typical electric 
system serves a number of municipali- 
ties, both wholesale and retail. Power is 


fed into the system from various loca- 
tions within and without the area served. 
Energy is delivered at various points. 
As a consequence electric energy on the 
transmission network cannot be identi- 
fied either as to its origin or as to its 
ultimate destination. It is practically im- 
possible with reference to any particular 
municipality on the system to make an 
accurate detailed cost allocation. More- 
over, said the commission, in many in- 
stances extension of central station elec- 
tric service to small communities has 
been supported by the revenues secured 
from the larger urban areas. 

A telephone system, however, partic- 
ularly where there is no showing of com- 
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munity of interest between scattered ex- 
changes, presents a totally different pic- 
ture. In the case under consideration the 
company did not own an extensive toll 
system and few exchanges were inter- 
connected by means of company-owned 
lines. It was said to be doubtful whether 
the consolidation of ownership of the 
large number of exchanges owned by 
this company into one corporation had 
had any substantial effect upon the abil- 
ity of subscribers in rural -areas and 
small communities to secure the benefits 
of telephone service. 

It was said that value of service to a 
subscriber in a large community might be 
such as to permit the application of a rate 
in excess of the cost of that service, but 
this did not mean that such additional 
revenues should be so applied as to help 
carry the costs of service in other and 
smaller communities with which the 
larger city had no community of interest. 

In determining the rate base the com- 
mission measured depreciation by the 
amount in the depreciation reserve, since 
no depreciation studies had been intro- 
duced in the case. Depreciation rates had 


been certified pursuant to statute, and 
the company was asking higher allow- 
ances for annual depreciation. The com- 
mission said that the company could not 
consistently make a claim for an in- 
creased annual rate and at the same time 
claim that its depreciation reserve was 
in excess of its actual existing deprecia- 
tion. 

Plant under construction, plant held 
for future use but not shown to be in- 
tended for immediate use, a going value 
claim in telephone plant acquisition ad- 
justment account, and miscellaneous 
physical property were deducted from 
original cost. 

Depreciation expense in excess of the 
certified depreciation rates was disal- 
lowed in the absence of evidence indi- 
cating that they were insufficient. Claims 
for increased operators’ wages were dis- 
allowed in the absence of a showing that 
the company would actually incur liabil- 
ity to the extent of the amount claimed, it 
being pointed out also that no allowance 
was being made for anticipated increases 
in revenues. Re Commonwealth Tele- 
phone Co. (2-U-1628). 


7 


Nature of Proceedings under §§ 12 and 13 
Of the Holding Company Act 


HE Securities and Exchange Com- 

mission, after instituting by notice 
and order to show cause, a proceeding 
against International Utilities Corpora- 
tion, Dominion Gas and Electric Com- 
pany, General Water Gas & Electric 
Company, Securities Corporation Gen- 
eral, and certain individuals, disposed of 
preliminary motions to dismiss. The pro- 
ceeding was directed at outstanding sal- 
ary contracts providing for payments to 
certain individuals for the purpose of en- 
abling such persons to maintain and con- 
tinue their control and domination over 
the management and policies of Interna- 
tional, notwithstanding any shift in vot- 
ing control which might result from pend- 
ing proceedings ordered under § 11 (b) 
(2) of the Holding Company Act. None 
of the contracts, it was alleged, was the 
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result of arm’s-length bargaining, and 
competitive conditions were not main- 
tained in the negotiations leading to their 
formation. 

One of the motions challenged the con- 
stitutionality of the Holding Company 
Act and any action authorized by the act. 
The commission said it must, of course, 
decline to rule upon this question as it 
is well established that an administrative 
body such as the commission has no au- 
thority to pass on the constitutionality of 
an act which it is called upon to admin- 
ister. 

A contention that the proceeding must 
fail because the order to show cause did 
not allege a violation of any rule, regula- 
tion, or order of the commission was 
based, in the opinion of the commission, 
on a complete misunderstanding of the 
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THE LATEST UTILITY RULINGS 


nature of the proceeding. The commis- 
sion said : 


The order to show cause states that the 
commission has been informed by the public 
utilities division of evidence tending to show 
that there are various employment arrange- 
ments between respondents (registered hold- 
ing companies and subsidiaries of regis- 
tered holding companies) and their affiliates. 
The order further states that the public utili- 
ties division has advised the commission that 
it believes it to be necessary and appropriate 
in the public interest and for the protection 
of investors and to prevent the circumvention 
of the provisions of the act for the com- 
mission to issue an order under §§ 12(f) and 
13(e) prohibiting or regulating such employ- 
ment arrangements. The sole aim of the 
hearing we have ordered is to ascertain 
whether the facts reported by the public 
utilities division and set forth in the order 
are true and, if so, whether the circumstances 
surrounding any employment arrangements 
between International and Yeager, General 
and Chandler, and Securities and Chandler, 
are such that it is “necessary or appropriate 
in the public interest or for the protection of 
investors or consumers or to prevent the cir- 
cumvention of the provisions of this title or 
the rules and regulations thereunder” to en- 
ter a regulatory order or orders in respect of 
such employment arrangements. 

The fact that a hearing has been called to 
precede the possible issuance of any order 
or orders results from the requirement of § 


‘B 


20(c) of the act that “orders of the commis- 
sion .. . shall be issued only after oppor- 
tunity for hearing.” A mere reading of §§ 
12(f£) and 13(e) in conjunction with § 20(c) 
makes it clear that the procedure adopted 
herein is precisely the type of procedure con- 
templated by the statute in the exercise by 
the commission of its power to issue orders 
under these sections. Obviously, the order 
instituting such a proceeding need not charge 
any violation of the statute; the purpose of 
the proceeding is not to punish any past vio- 
lations of the statute but merely to determine 
whether regulation by the issuance of an or- 
der is necessary. 


A third contention raised the question 
whether the employment arrangements 
were within the scope of §§ 12(f) and 
13(e). 

The commission said that since the 
jurisdictional issue involved mixed ques- 
tions of law and fact which the evi- 
dence would aid the commission to re- 
solve, it thought it appropriate, in the 
exercise of its discretion, to deny the mo- 
tion to dismiss at this preliminary stage 
of the proceeding, without prejudice to 
its renewal at the conclusion of the hear- 
ing. All the motions were dismissed. 
Re International Utilities Corp. (File 
No. 4-38, Release No. 3063). 


Security Issues and Other Transactions to Enable 


Refunding Approved by Commission 


ree Electric and Gas Com- 
pany, a registered holding company, 
and its subsidiary, Peoples Gas Company, 
filed joint applications and declarations 
with the Securities and Exchange Com- 
mission relating generally to the refund- 
ing by Peoples of its outstanding mort- 
gage debt owned by Consolidated and 
the repurchase by Consolidated of its 
bonds. Approval was sought under §§ 7, 
10, and 12 of the Holding Company Act. 

Peoples was to issue and sell $700,000 
of bonds to the Northwestern Mutual 
Life Insurance Company and was also 
to issue and sell at par 3,450 shares of its 
common stock, $100 par value, to Con- 
solidated. The proceeds were to be used 
by Peoples to retire outstanding 5 and 6 
per cent income bonds held by Consoli- 


dated and by it pledged as security for 
outstanding bonds of Federated Utilities, 
Inc., which had been assumed by Con- 
solidated. The proceeds were also to pro- 
vide $421,780 which, together with 
$345,000 par value of its $100 par value 
common stock and $1,888 of its own cash, 
would be used to pay in full $768,668 of 
demand notes owned by Consolidated and 
pledged to secure the bonds of Southern 
Cities Utilities Company, which had also 
been assumed by Consolidated. A further 
amount of the proceeds was to be used 
to provide a construction fund of 
$75,000. 

Consolidated was to deposit the 
$203,220 received for the income bonds 
of Peoples with the trustee for the bonds 
of Federated Utilities, Inc. This trustee, 
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or Consolidated, would apply the funds 
so deposited to the purchase in the open 
market of Federated Utilities, Inc., 
bonds in accordance with the terms of 
the indenture. Consolidated would de- 
posit the $423,668 cash and the $345,000 
par value of common stock of Peoples, 
received in payment of the demand notes, 
with the trustee for the bonds of South- 
ern Cities Utilities Company. This trus- 
tee, or Consolidated, would apply the 
funds so deposited to the purchase in the 
open market of Southern Cities Utilities 
Company bonds in accordance with the 
terms of the indenture. 

It was noted that while the present 
funded debt ratio of Peoples was high, 
representing 74.30 per cent of the total 
capitalization, all of the debt was owned 
by Consolidated. On the other hand, all 
of the proposed debt was to be sold to 
an institutional investor. The pro forma 
debt ratio of 50.68 per cent would be 
further improved through the operation 
of the sinking fund, which would retire 
$610,000, or 87.14 per cent of the new 
bonds by maturity. 

The commission, after further dis- 
cussion of the facts and figures produced 
in the case, said that the record indicated 
that it was the judgment of the directors 
of Consolidated, based on an incomplete 
, tentative appraisal, as well as on their 
general knowledge of the situation, that 
the intrinsic value or fair value of all of 
the assets of Consolidated was more than 
sufficient to cover all of the indebtedness 
of the company. This would indicate an 


ultimate worth for the Southern Cities 
Utilities Company bonds substantially 
above their market price. 

There were, however, so many factors 
which might affect the value of these 
bonds that the commission did not feel 
warranted in attempting to express any 
opinion as to their value. Therefore, it 
concluded that it should refrain from es- 
tablishing any tender price lest such ac- 
tion be construed as reflecting an opinion 
as to the value of the assets underlying 
such bonds. It permitted the purchases of 
Southern Cities Utilities bonds to be 
made in the open market, subject to cer- 
tain safeguards. 

It was further of the opinion that it 
would not be detrimental to the working 
capital or to the financial integrity of 
Consolidated or of its subsidiaries to per- 
mit it to acquire in the open market 
Southern Cities Utilities bonds to the ex- 
tent of the funds derived from the pay- 
ment of the demand notes of Peoples, 
and it was of the opinion that such pur- 
chases would not be detrimental to in- 
vestors, provided certain conditions were 
observed. These related to advising bond- 
holders as to the circumstances, a pro- 
hibition against Consolidated soliciting 
the sale of any bonds to the company, a 
prohibition against purchases directly or 
indirectly from persons or corporations 
in any way associated or affiliated with 
Consolidated, and the furnishing of re- 
ports to the commission. Re Consoli- 
dated Electric & Gas Co. et al. (File No. 
70-167, Release No. 3064). 


e 


Motions Denied in Corporate Simplification Case 


wo motions filed by counsel for In- 

ternational Utilities Corporation 
and a motion by the public utilities divi- 
sion of the Securities and Exchange 
Commission were denied in a proceeding 
instituted under § 11 (b) (2) of the 
Holding Company Act to require simpli- 
fication of corporate structure and a fair 
and equitable distribution of voting 
power among security holders, as re- 
quired by that section. 
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A motion to dismiss on grounds of 
unconstitutionality of the act and action 
taken under the act was denied with the 
statement that the commission, as a reg- 
ulatory body, had no authority to pass 
on the constitutionality of the act which 
it is called upon to administer. A motion 
to dismiss on the ground that the pro- 
ceeding was invalid because of inade- 
quate notice to the security holders was 
denied in view of the fact that the notice 
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THE LATEST UTILITY RULINGS 


of and order for hearing had been duly 
served upon the respondent by registered 
mail and published in the Federal Regis- 
ter in accordance with the provisions of 
the Federal Register Act. Copies of the 
notice were also distributed to the press 
and mailed to those on the commission’s 
mailing list. 

A motion by the public utilities divi- 
sion for an order requiring a redistribu- 
tion of voting power was denied under 


the circumstances of the case on the 
ground that the problem of equitable 
distribution of voting power should be 
considered, together with, and in rela- 
tion to, the alleged complications in the 
corporate structure. This was without 
prejudice to renewal of the motion at 
the close of the hearing after completion 
of the record. Re International Utilities 
Corp. (File No. 59-27, Release No. 
3047). 


e 


Participation in Proceedings before Securities 
And Exchange Commission 


I proceedings instituted by the Secu- 
rities and Exchange Commission 
against Columbia Gas & Electric Corpo- 
ration and others, certain holders of se- 
curities applied for permission to par- 
ticipate to a limited extent. One applicant 
was the Missouri-Kansas Pipe Line 
Company, the holder and owner of 42 
per cent of the common stock of Pan- 
handle Eastern Pipe Line Company, one 
of the respondents in the proceeding. 
Another alleged that he was the legal and 
beneficial owner of 98,756 shares of com- 
mon stock of Columbia Oil & Gasoline 
Corporation and a trustee of a trust hold- 
ing 25,934 additional shares of common 


stock. Another applicant alleged that he 
was the owner of 500 shares of the com- 
mon stock of Columbia Gas & Electric 
Corporation. All of these companies were 
involved in the proceeding. 

The commission granted the request 
for permission to participate to the ex- 
tent of adducing evidence, cross-ex- 
amining witnesses, filing briefs, and pre- 
senting oral argument, provided, how- 
ever, that the order should not confer 
upon such applicants the status of parties 
to the proceeding. Re Columbia Gas & 
Electric Corp. et al. (File Nos. 59-33, 
70-263, 70-371, 70-387, Release No. 
3078). 


7 


Rate Reduction Order Vacated Because of 
War Developments 


A’ order of the Montana commission 
reducing gas rates, in Re Montana- 
Dakota Utilities Company, 32 PUR 
(NS) 121, has been vacated and set aside 
by the commission because of the war. 
The commission said that the war in 
Europe “spreading throughout the world 
had materially affected the domestic 
economy of the United States and had 
brought about a period of rising costs.” 
The commission continued : 
During this period state and national taxes 
have also materially increased. Evidence has 
been presented to the commission that a con- 


siderable amount of additional property, 
used and useful in the service of the cus- 


tomers of the said company in the territory 
named, has been installed and is being used by 
the said company in serving said territory. ... 


Owing to these and other factors, it 
was held that the rates previously pro- 
mulgated were not just and reasonable 
and for that reason an action pending in 
court to annul the rate order could not 
be successfully defended. To attempt to 
do so, it was said, would bring about pro- 
longed litigation and heavy costs which 
the consumers ultimately would be re- 
quired to bear. Re Montana-Dakota Util- 
ities Co. (Docket Nos. 3068-3070, Report 
and Order No. 1781). 
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Willful Violation of Order Must Be Shown As Basis for 
Certificate Revocation 


Cy" an appeal from a superior court 
judgment in favor of the Washing- 
ton Department of Public Service, the 
supreme court of Washington in re- 
versing the judgment held that an order 
revoking a certificate of convenience and 
necessity without a finding that the de- 
partment order had been willfully vio- 
lated was invalid. 

The court interpreted the statute as 
requiring that before a certificate may be 
revoked four requirements must be com- 
plied with: (1) A hearing must be had 
upon notice to the holder, (2) the holder 
must have possessed an opportunity to 
be heard, (3) there must have been a 


willful violation or refusal to observe a 
departmental order, and (4) the findings 
of the department must clearly indicate 
a willful violation of an authorized order. 

Requirements (1) and (2) had been 
met, and therefore the question resolved 
itself into two parts: (a) Was there a 
specific departmental finding as to a will- 
ful violation or refusal to observe the 
order, and (b) was there substantial evi- 
dence to prove a willful violation? The 
court held that because a violation was 
found in the department’s findings, it did 
not follow that it included a willful vio- 
lation. State ex rel. Northeast Transp. 
Co. v. Abel et al. 116 P(2d) 522. 


e 


Other Important Rulings 
7. Missouri commission authorized 


an increase in rates of a telephone 
company which would result in 8.66 per 
cent for depreciation, Federal and state 
income taxes, and return. The commis- 
sion made no allowance for cash working 
capital because the company collected in 
advance for service rendered. Re United 
Telephone Co. (Case No. 10,069). 


The Pennsylvania commission held 
that a person transporting fellow work- 
ers to and from work each day for a 
nominal fee to cover the expense of op- 
erating the car was not a common carrier 
subject to regulation of the commission, 
and that the situation was not altered by 
the fact that he carried as many as his 
car would hold. Orr v. Waltonbaugh et 
al. (Complaint Docket Nos. 12770, 
12774, 12775). 


Notwithstanding the general rule that 
a party, in order to maintain the status 
of a complainant against rates, must be 
either a customer or one honestly seeking 


to have service extended under circum- 
stances involving the reasonableness of 
the rate structure, the Pennsylvania com- 
mission held that a municipality pur- 
chasing its water supply from a corpora- 
tion which in turn acquired the supply 
from another municipality was a proper 
party to complain against rates of the 
other municipality. Borough of Wyec- 
missing v. City of Reading (Complaint 
Docket No. 13507). 


The Missouri commission ruled, in 
harmony with an earlier decision, that 
a utility operator is not required to ob- 
tain a certificate of convenience and ne- 
cessity to render service in a village or 
town upon being granted a new franchise 
following the expiration of a former 
franchise, but that any franchise granted 
following the enactment of the Public 
Service Commission Law should be sub- 
mitted to the commission for approval 
and authority to exercise the rights or 
privileges granted. Re United Utilities 
Corp. (Case No. 10079). 


Note.—The cases above referred to, where decided by courts or regulatory commissions, 
will be published in full or abstracted in Public Utilities Reports. 
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RE NIAGARA FALLS POWER CO. 


FEDERAL POWER COMMISSION 


Re Niagara Falls Power Company 


[Project No. 16, Opinion No. 65.] 


Electricity, § 2 — Powers of Federal Commission — Emergency. 
1. The Federal Power Commission has broad authority under the Fed- 
eral Power Act to deal with any emergency created by a shortage of elec- 
tric energy or any war in which the. United States is engaged, p. 193. 


Water, § 18 —Authority to divert — Power requirements — National emergency. 
2. A federally licensed power company was authorized, subject to ap- 
propriate conditions, to use additional water from the Niagara river where 
needed to supply electric energy to electrochemical, electrometallurgical, 
and other essential defense industries, pursuant to a special agreement ap- 
proved by the Federal government and Canada, p. 194. 


Return, § 49 — Profits from national defense measure — Power licensee. 


3. A power company, authorized to divert from a river additional water 
needed to supply essential defense industries, should not be permitted to 
enjoy the net profit from the additional diversion but such profits should 
be used to reduce the investment in the licensed power project, p. 195. 


[September 16, 1941.] 


PPLICATION by licensed power company for authorization 
A to divert an additional amount of water from the Niagara 
river through a power project, in view of emergency requirements 
for national defense industries; granted subject to conditions. 


By the Commission: This mat- 
ter is before us upon application by 
the above named licensee for author- 
ization to use an additional 5,000 cubic 
feet of water per second from the 
Niagara river through its Project No. 
16. The additional water is needed to 
supply electric energy to electrochemi- 
cal, electrometallurgical, and other es- 
sential defense industries in the Buf- 
falo-Niagara Falls area of New York 
state. 


Present Diversion 


The use of water at Niagara Falls 
for power purposes is governed by the 
[13] 


International Boundary Waters Trea- 
ty of 1910. Under that treaty such 
use on the United States side is lim- 
ited to 20,000 cubic feet per second. 
This amount is now being utilized by 
the Niagara Falls Power Company 
through its Project No. 16 pursuant 
to license issued by this Commission 
on March 2, 1921, under The Federal 
Water Power Act. 


National Defense Requirements 
[1] Under the Federal Power Act 
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1 The license, as amended, authorizes a di- 
version of 19,725 cubic feet per second. The 
remaining 275 cubic feet per second is being 
diverted on a temporary basis. 
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we have broad authority to deal with 
any emergency created by a shortage 
of electric energy or any war in which 
the United States is engaged.* 

On May 27, 1941, the President 
proclaimed an unlimited national 
emergency in the interests of national 
defense. Previously, by letter of June 
14, 1940, the President directed us to 
take appropriate steps to assure ‘an 
adequate supply of electric power” for 
national defense. 

[2] Our studies indicated an im- 
mediate need for additional 25-cycle 
power to supply essential defense in- 
dustries in the Buffalo-Niagara Falls 
area of New York state. 


Arrangement with Canada 


We therefore recommended, with 
the concurrence of the National Ad- 
visory Defense Commission, that the 
Department of State negotiate a spe- 
cial agreement with Canada permitting 


the diversion of additional water from 
the Niagara river. 


By an exchange of notes at Wash. 
ington on May 20, 1941, approved by 
the Senate on June 12, 1941, the goy. 
ernments of the United States and 
Canada have agreed that during the 
present emergency an additional 5, 
000 cubic feet per second may be di- 
verted on the United States side and an 
additional 3,000 cubic feet per second 
may be diverted on the Canadian side, 
The additional diversion is subject to 
reconsideration by both government; 


on October 1, 1942. 


Emergency Authorization 


On June 12, 1941, within one hour 
after the Senate approved the special 
agreement with Canada, we granted 
the Niagara Falls Power Company by 
telegram * temporary authorization to 
use the additional water thus made 
available and the company immediately 





2 Section 202(c), 16 USCA § 824a (c) pro- 
vides that “During the continuance of any war 
in which the United States is engaged, or 
whenever the Commission determines that an 
emergency exists by reason of a sudden in- 
crease in the demand for electric energy, or a 
shortage of electric energy or of facilities for 
the generation or transmission of electric ener- 
gy, or of fuel or water for generating facili- 
ties, or other causes, the Commission shall 
have authority, either upon its own motion or 
upon complaint, with or without notice, hear- 
ing, or report, to require by order such tem- 
porary connections of facilities and such gen- 
eration, delivery, interchange, or transmission 
of electric energy as in its judgment will best 
meet the emergency and serve the public in- 
terest.” 

8 The text of the telegram of June 12, 1941, 
is as follows: 

“The Niagara Falls Power Company, li- 
censee of Project No. 16, is hereby granted by 
the Federal Power Commission a temporary 
authorization to divert immediately from the 
Niagara river, for temporary use through said 
project, the additional five thousand cubic 
feet of water per second made available to 
the United States, as an emergency national 
defense measure, by the special agreement of 
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May 20, 1941, between the United States and 
Canada, which was ratified by the Senate to- 
day, June 12, 1941. The additional diversion 
will enable the company to generate 25-cycle 
electric energy urgently needed by essential 
defense industries in the Buffalo-Niagara Falls 
area of New York state. This authorization 
is an emergency measure required by the in- 
terests of national defense and will remain in 
force thirty days. It is conditioned upon the 
receipt by the Commission within five days 
of an application by the Niagara Falls Power 
Company for appropriate amendment to its 
license for Project No. 16 to cover the addi- 
tional diversion of five thousand cubic feet per 
second, During the time this temporary au- 
thorization is in force the provisions of an 
appropriate amendment to the license for 
Project No. 16 will be determined. Repre- 
sentatives of the state of New York will be 
given an opportunity to present their views 
of the conditions of such amendment of li- 
cense necessary to protect the interests of the 
people of that state. Such amendment of li- 
cense will be made effective as of today and 
will contain the necessary conditions to pro- 
tect the public interest and to promote the in- 
terests of national defense; and to prevent 
the enjoyment by the company of any excess 
profits from the emergency diversion.” 
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began generating additional 25-cycle 
power needed for defense. 


Allotment of Defense Power 


After consultation with the Office 
of Production Management, we allot- 
ted to vital defense industries in the 
Buffalo-Niagara Falls area the emer- 
gency defense power made available 
by the additional diversion. To insure 
the maximum possible use of such 
power in the interests of national 
defense, the allotments were made 
subject to the following condition: 
‘In the event, after the initial date 
at which the customer is able to utilize 
the full amount of the emergency de- 
fense power allotted to it by the Fed- 
eral Power Commission, said customer 
is unwilling or unable to utilize the full 
allotment for two consecutive months, 
the Commission may reallot the un- 
used portion of such allotment to oth- 
er customers.” 


Suggestions of New York State 


Representatives of the Power Au- 
thority of the State of New York, the 
Water Power and Control Commis- 
sion of New York, and the Public 
Service Commission of New York 
have been afforded an opportunity to 
present their views as to appropriate 
conditions of the amendment to the 
license for Project No. 16 to cover the 
emergency diversion. In prescribing 
the conditions set forth in the order 
accompanying this opinion, careful 
consideration was given to the sugges- 


tions made by the representatives of 
the state of New York. 


Excessive Profits 


[3] A brief comment appears ap- 
propriate with respect to the condi- 
tions prescribed for disposition of the 
profits derived by the Niagara Falls 
Power Company from the emergency 
diversion. 

Information filed by the company 
indicates that after payment of the 
fees of New York state, and the rela- 
tively small additional capital expen- 
ditures and operating expenses inci- 
dent to the additional diversion, the 
company may and probably will derive 
net profits therefrom in excess of $1,- 
000,000 a year. 

Both the letter and the spirit of the 
Federal Power Act preclude us from 
allowing a licensee to enjoy such prof- 
its from an emergency measure passed 
solely in the interests of national de- 


' fense. 


We therefore find it appropriate and 
in the public interest, as recognized by 
the company, that such profits be used 
to reduce the project investment.* To 
that end we are prescribing the neces- 
sary accounting to prevent such excess 
revenues from being credited to the 
company’s surplus accounts or dis- 
tributed in dividends. 


Conclusion 


An appropriate order will issue au- 
thorizing the amendment of the license 
of the Niagara Falls Power Company 





*Section 10(g), 16 USCA § 803(g), pro- 
vides that licenses shall contain “Such other 
conditions not inconsistent with the provisions 
of this act as the Commission may require.” 

Section 301, 16 USCA § 825, authorizes the 
Prescription of accounts by licensees. 


Section 309, 16 USCA § 825h, provides that 
the Commission “shall have power to perform 
any and all acts, and to prescribe, issue, make, 
amend, and rescind such orders, rules, and 
regulations as it may find necessary or ap- 
propriate to carry out the provisions of this 
act.’ 
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for Project No. 16 to permit the emer- 
gency diversion by that company of 
5,000 cubic feet per second in addition 
to the 20,000 cubic feet per second 
now being diverted. 


ORDER 


Upon consideration of the applica- 
tion filed June 17, 1941, by the 
Niagara Falls Power Company, li- 
censee of Project No. 16, for amend- 
ment to its license for Project No. 16, 
to permit an additional diversion of 
5,000 cubic feet per second of water 
from the Niagara river for temporary 
use through said project; and the 
Commission having on this date made 
and entered its Opinion No. 65, which 
is hereby referred to and made a part 
hereof by reference ; and 

It appearing to the Commission 
that : 


(a) On May 27, 1941, the Presi- 


dent proclaimed an unlimited national 
emergency in the interests of nation- 
al defense ; 

(b) There is urgent need of 25- 
cycle electric energy to supply essen- 
tial defense industries in the Buffalo- 
Niagara Falls area of New York state; 

(c) The Niagara Falls Power 
Company has facilities through which 
it may utilize the emergency diversion 
of 5,000 cubic feet per second of wa- 
ter to generate 25-cycle electric ener- 
sy; 

(d) Public notice of the application 
filed June 17, 1941, by the Niagara 
Falls Power Company for an amend- 
ment to its license for Project No. 16 
has been duly given pursuant to § 6 
of the Federal Power Act, 16 USCA 
§ 799, and no protests thereto have 
been filed with the Commission ; 

(e) The Power Authority of the 
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State of New York, the Public Sery- 
ice Commission of New York, and the 
Water Power and Control Commis- 
sion of New York have been afforded 
an opportunity to present their views 
with respect to the request for author- 
ization to divert additional water by 
said licensee ; 

The Commission finds that: 

(A) An emergency exists within 
the meaning of § 202(c) of the Fed- 
eral Power Act, 16 USCA § 824a(c), 
by reason of the urgent need for 25- 
cycle electric energy to supply the pow- 
er requirements of essential defense 
industries in the Buffalo-Niagara Falls 
area of New York state; 

(B) It is necessary and appropriate 
in the public interest and in the in- 
terest of national defense that the li- 
cense of Project No. 16, issued on 
March 2, 1921, as amended, be fur- 
ther amended to authorize the emer- 
gency diversion of 5,000 cubic feet per 
second of water from the Niagara 
river for temporary use through said 
project in accordance with the terms 
and conditions hereinafter provided; 
and 

The Commission orders that: 

(1) The Niagara Falls Power 
Company be authorized to divert for 
temporary use through Project No. 
16 additional water from the Niagara 
river above the falls of Niagara at the 
average rate of 5,000 cubic feet per 
second, provided, that the maximum 
additional diversion in any calendar 
day shall not exceed said rate of 5,000 
cubic feet per second by more than 20 
per cent thereof; 

(2) The license for Project No. 16, 
as amended, be further amended as of 
June 12, 1941, to authorize the addi- 
tional diversion specified in paragraph 
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(1), supra, in accordance with the 
terms and conditions hereinafter set 
forth ; 

(3) Said authorization shall be: 

(a) Subject to the provisions of the 
Federal Power Act and the rules and 
regulations of the Commission now 
or hereafter in force; 

(b) Subject to the terms and pro- 
visions of the agreement between the 
governments of the United States and 
Canada, evidenced by an exchange of 
notes in Washington, D. C., on May 
20, 1941, and approved by the Senate 
on June 12, 1941. 

(c) Limited to the present national 
emergency; subject to termination at 
any time upon order of the Commis- 
sion; and shall not extend beyond 
October 1, 1942; 

(d) Without prejudice to and shall 
in nowise affect the authority of the 
state of New York or any agency or 
instrumentality thereof ; 

(e) Without prejudice to and shall 
in nowise affect any proceeding now 
pending before the Commission with 
respect to said Project No. 16, includ- 
ing, among others: 

(i) The pending proceeding to de- 
termine the net investment in Project 
No. 16, as of March 2, 1921; 

(ii) The pending proceeding on the 
application of the Niagara Falls Pow- 
er Company for an amendment to its 
license for Project No. 16 for author- 
ity to divert 275 cubic feet per second 
in addition to the 19,725 cubic feet per 
second now authorized by said license, 
as amended ; 

(4) The Niagara Falls Power 
Company shall pay to the United 
States, on account of the diversion of 
said additional 5,000 cubic feet per 
second, for the purpose of reimbursing 


the United States for the cost of ad- 
ministration of Part I of the Federal 
Power Act, annual charges at the rate 
of 24 cents per thousand defense kilo- 
watt hours generated (determined in 
accordance with paragraph (6), in- 
fra) during the period said amend- 
ment is in force; 

(5) For purposes of said amend- 
ment and as used hereinafter : 

(a) “Defense power” means the 
additional capacity, estimated as 64,- 
100 kilowatts, made available by the 
diversion of said additional 5,000 cu- 
bic feet per second ; 

(b) “Defense kilowatt hours” 
means the kilowatt hours of electric 
energy generated from the diversion 
of said additional 5,000 cubic feet per 
second, determined in accordance with 
paragraph (6), infra; 

(c) “Defense consumers” means 
the consumers which have been or are 
hereafter allotted defense power by the 


Commission ; 


(6) For purposes of said amend- 
ment, the quantity of defense kilowatt 
hours generated shall be determined 
from hourly readings of station watt- 
meters in accordance with the follow- 
ing formula, which assumes that the 
water diverted will be used through the 
most efficient generating units avail- 
able: 


(a) The kilowatt hours generated 
from the first 20,000 cubic feet per 
second diverted shall not be considered 
defense kilowatt hours ; 

(b) The kilowatt hours generated 
from the next 5,000 cubic feet per sec- 
ond diverted shall be considered de- 
fense kilowatt hours; 

(c) The kilowatt hours generated 
from all diversion in excess of 25,000 
cubic feet per second shall be allocated 
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between nondefense kilowatt hours 
and defense kilowatt hours in the pro- 
portion of the respective amounts of 
paragraphs (6-a) and (6—-b); 

(7) For purposes of said amend- 
ment, the quantity of defense kilo- 
watt hours furnished to defense con- 
sumers and the portion thereof taken 
by each defense consumer shall be de- 
termined monthly by applying the re- 
spective monthly load factor of each 
of said defense consumers to the max- 
imum amount of defense power taken 
by each of said defense consumers in 
the respective months ; 

(8) For purposes of said amend- 
ment, the quantity of defense kilowatt 
hours furnished to other than defense 
consumers shall be determined month- 
ly by subtracting from the total de- 
fense kilowatt hours generated, 106.5 
per cent of the defense kilowatt hours 
furnished to defense consumers (the 
6.5 per cent to cover transmission and 
other losses) ; 

(9) For purposes of said amend- 
ment, the revenue received by the 
Niagara Falls Power Company from 
defense power and defense kilowatt 
hours shall consist of: 

(a) All payments by defense con- 
sumers for defense power under the 
applicable contract or contracts ap- 
proved by the New York Public Serv- 
ice Commission ; and 

(b) Three mills ($.003) per kilo- 
watt hour for all defense kilowatt 
hours furnished to other than defense 
consumers (as determined in accord- 
ance with paragraph (8), supra) ; 

(10) For purposes of said amend- 
ment, capital expenditures applicable 
to defense power and defense kilowatt 
hours shall consist of the following, in 
so far as and to the extent only that 
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the same are incurred during the pe- 
riod said amendment is in force, or are 
incurred prior to the effective date of 
said amendment but solely and rea- 
sonably required to effectuate said 
amendment : 

(a) The incremental or out-of- 
pocket cost of additions to, better- 
ments of, and rehabilitation of, Proj- 
ect No. 16, incurred by the Niagara 
Falls Power Company, and solely and 
directly required for the generation, 
transmission, and distribution of de- 
fense power and defense kilowatt 
hours ; 

(11) For purposes of said amend- 
ment, expenses applicable to defense 
power and defense kilowatt hours shall 
consist of the foilowing, in so far as 
and to the extent only that the same are 
required to be incurred during the pe- 
riod said amendment is in force: 

(a) The additional incremental or 
out-of-pocket generation, transmis- 
sion and distribution expenses, con- 
sumers’ accounting and collecting ex- 
penses, administrative and general ex- 
penses, incurred by the Niagara Falls 
Power Company, solely and directly 
on account of the production, trans- 
mission, distribution, and sale of de- 
fense power and defense kilowatt 
hours ; 

(b) A reasonable and equitable ap- 
portionment of additional incremen- 
tal or out-of-pocket production, trans- 
mission, and distribution expenses, in- 
curred by the Niagara Falls Power 
Company directly although not solely 
on account of the generation, trans- 
mission, and distribution of defense 
power and defense kilowatt hours; 
provided, that the apportionment used 
by the Niagara Falls Power Company 
shall be subject to disallowance, modi- 
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fication, and adjustment by the Com- 
mission ; 

(c) The incremental or out-of- 
pocket cost to the Niagara Falls Pow- 
er Company of electric energy pur- 
chased and furnished by said company 
to defense consumers to supply the 
requirements of said consumers under 
the contracts covering their purchase 
of defense power and defense kilowatt 
hours, in so far as and to the extent 
only that the Niagara Falls Power 
Company is unable, because of condi- 
tions beyond its control, to furnish to 
said defense consumers, by use of the 
generating facilities of Project No. 
16, the defense power and defense 
kilowatt hours required by said de- 
fense consumers; provided, that said 
incremental cost shall not exceed 
three mills per kilowatt hour and shall 
be determined on the basis of the aver- 
age cost to the Niagara Falls Power 
Company of all electric energy pur- 


chased by it during the period in ques- , 


tion; provided further, that no other 
charges for or expenses of standby 
steam capacity, facilities, or electric 
energy shall be included hereunder ; 
(d) Taxes and contributions paid 
or incurred by the Niagara Falls Pow- 
er Company, during the period said 
amendment is in force, under the laws 
of the United States or the state of 
New York or any subdivision thereof, 
which taxes and contributions are di- 
rectly applicable to the amounts of 
salaries, wages, or payrolls included 
under paragraphs (11-a) and (11-b), 
supra, including (without limiting the 
generality of the foregoing) payment 
of Federal Old Age and Survivor’s 
Insurance taxes, Federal Unemploy- 
ment Insurance taxes, and New York 


State Unemployment taxes or con- 
tributions ; 

(e) Rental charges paid by the 
Niagara Falls Power Company to the 
state of New York or any agency 
thereof which are solely and directly 
applicable to the additional diversion 
of 5,000 cubic feet per second author- 
ized by said amendment; 

(f) Annual charges paid by the 
Niagara Falls Power Company to the 
Commission pursuant to paragraph 
(4), supra; 

(g) Taxes levied or assessed under 
the laws of the United States and the 
state of New York and of any munici- 
pal or other subdivision of the state 
which are measured or based upon 
gross income or net income (including 
taxes upon franchise valuations based 
upon gross income or net income), in 
so far as and to the extent only that 
the same are directly occasioned by and 
result from the revenues specified in 
paragraph (9-a), supra, and the ex- 
penses specified in this paragraph, in- 
cluding (without limiting the general- 
ity of the foregoing) Federal Income 
and Excess Profits taxes, franchise 
taxes, taxes upon special franchise val- 
uations, and taxes upon the furnishing 
of utility services ; provided that in the 
case of Excess Profits taxes, there 
shall be included hereunder the amount 
of such taxes required to be paid by 
the Niagara Falls Power Company by 
reason of the revenues specified in 
paragraph (9-a) and the expenses 
specified in this paragraph ; 

(h) Real or personal property taxes 
levied or assessed under the laws of 
the United States, the state of New 
York, or any subdivision thereof, 
which are directly applicable to the 
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capital expenditures specified in para- 
graph (10) ; 

(i) An annual amount sufficient to 
amortize within a 3-year period the 
capital expenditures specified in para- 
graph (10); 

(12) The revenues specified in 
paragraph (9), the capital expendi- 
tures specified in paragraph (10), and 
the expenses specified in paragraph 
(11), shall be accounted for through 
special subaccounts of the appropriate 
accounts of the Commission’s Uniform 
System of Accounts Prescribed for 
Public Utilities and Licensees, revised 
to December 31, 1936; 

(13) The difference between the 
revenues specified in paragraph (9) 
and the expenses specified in paragraph 
(11), in excess of a return of 6 per 
cent per annum on the capital expendi- 
tures specified in paragraph (10), less 
the amortization applicable thereto 
(both averaged for the period), shall 
be credited to a Special Account No. 
259, Emergency Diversion Reserve, 
which reserve need not be represented 
by earmarked funds; 

(14) Any portion of the capital ex- 
penditures specified in paragraph (10) 
remaining unamortized at the expira- 
tion of the period during which said 
amendment is in force shall be charged 
to said Special Account No. 259, 
Emergency Diversion Reserve, and the 
salvage value, less the cost of retire- 
ment, realized from the items repre- 
sented by said capital expenditures 
shall be credited to said Special Ac- 
count No. 259, Emergency Diversion 
Reserve, upon the retirement of said 
items ; 


(15) Except as provided in para- 
graph (14), no charges shall be made 
to said Special Account No. 259, 
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Emergency Diversion Reserve, with- 
out the prior approval of the Commis- 
sion; 

(16) The balance in said Special 
Account No. 259, Emergency Diver- 
sion Reserve, shall be transferred to 
Account No. 258.1, Amortization Re- 
serve-Federal, and shall be used to re- 
duce the net investment in Project No. 
16, upon order of the Commission aft- 
er the expiration of the period covered 
by said amendment ; 

(17) On or before October 15, 
1941, the Niagara Falls Power Com- 
pany shall file with the Commission un- 
der oath, an orginal and three copies 
of a report showing in detail as of June 
12, 1941, the date, nature, and amount 
of the capital expenditures specified 
in paragraph (10), supra; and show- 
ing in detail for the period from June 
12, 1941, to October 1, 1941: 

(a) The date, nature, and amount 
of the capital expenditures specified in 
paragraph (10), supra; 

(b) The quantity of the emergency 
diversion of 5,000 cubic feet per sec- 
ond used, the quantity of defense pow- 
er developed, and the quantity of de- 
fense kilowatt hours generated, by 
hours, days, and months ; 

(c) The quantity of defense pow- 
er and defense kilowatt hours taken 
each month by each defense consumer ; 

(d) The revenue specified in para- 
graph (9), supra, showing the portion 
thereof received from each consumer 
each month; 

(e) The amount and nature of the 
expenses specified in paragraph (11), 
supra, by months; 

(f) Copies of all journal entries 
debiting or crediting amounts to Spe- 
cial Account No. 259, Emergency Di- 
version Reserve, and copies of all jour- 
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nal entries transferring amounts from 
said Special Account No. 259 to Ac- 
count No. 258.1, Amortization Re- 
serve-Federal ; 

(g) Such other data or informa- 
tion as the Commission may require; 

(18) On or before November 15, 
1941, and on or before the 15th day of 
each month thereafter, during the pe- 
riod said amendment is in force, and 
the month following the termination 
of the period during which said amend- 
ment is in force, the Niagara Falls 
Power Company shall file with the 
Commission under oath an original 
and three copies of a report giving for 
the preceding calendar month the in- 
formation specified in subparagraphs 
(a) to (g), inclusive, of paragraph 
(17), supra; 

(19) In the event the Commission 
shall question any capital expenditure, 
revenue, expense, debit, credit, or jour- 
nal entry, made or claimed pursuant to 


the provisions above enumerated, the | 


Niagara Falls Power Company shall 
have the burden of establishing the 
propriety and correctness of the same; 

(20) The defense power and de- 
fense kilowatt hours shall be furnished 
only to such consumers and in such 
amounts as the Commission has here- 
tofore or shall hereafter approve; pro- 
vided, that such requirements shall not 
apply to such portions of the defense 
power and defense kilowatt hours as 
the defense consumers are unable to 


utilize ; provided further, that all allot- 
ments by the Commission of defense 
power and defense kilowatt hours to 
defense consumers shall be subject to 
the following condition : 

“In the event, after the initial date 
at which the customer is able to utilize 
the full amount of emergency defense 
power allotted to it by the Federal 
Power Commission, said customer is 
unwilling or unable to utilize the full 
allotment for two consecutive months, 
the Commission may reallot the un- 
used portion of such allotment to other 
customers.” 

(21) The provisions of said amend- 
ment of the license of Project No. 16, 
issued pursuant to this order, shall 
control in the event the same conflicts 
with any provision in the license of 
Project No. 16, issued on March 2, 
1921, as heretofore amended; 

(22) Subject to paragraph (21), 
supra, said amendment of the license 
of Project No. 16, issued pursuant to 
this order, shall not operate to alter or 
waive any part, condition, or provision 
of the license for Project No. 16, is- 
sued on March 2, 1921, as heretofore 
amended ; 

(23) Said amendment to the li- 
cense of Project No. 16, issued pur- 
suant to this order, shall be accepted 
and the terms and conditions thereof 
agreed to in writing by the Niagara 
Fall Power Company within thirty 
days after the date of this order. 
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WISCONSIN PUBLIC SERVICE COMMISSION 


Re Northwestern Wisconsin Electric 
Company 


[2-U-1761.] 


Depreciation, § 34 — Excessive reserves — Transfer to earned surplus. 
An amount in the depreciation reserve account, in excess of the reason- 
able estimate of what the depreciation reserve requirement should be, 
should be transferred to earned surplus, provided approval of the Com- 
mission is obtained. 


Depreciation, § 34 — Excessive and deficient reserves — Adjustment of surplus. 
Statement by Wisconsin Commission that correction of depreciation re- 
serves for either excesses or deficiencies should be made through earned 
surplus, p. 204. 


Depreciation, § 26 — Annual accrual — Effect of reserve. 

Statement by Wisconsin Commission that the status of the depreciation 
reserve can have no possible effect on the amount of depreciation which 
is actually occurring during a given period, and that accounting practices 
should recognize and reflect, as nearly as may be practicable, the amount 
of depreciation actually occurring during a given accounting period, with- 
out the amount of depreciation expense recorded being influenced either 
upward or downward because of past deficiencies or excesses in provisions 
made for depreciation, p. 204. 


Depreciation, § 5 — Constitutional requirements — Excessive reserves — Re- 
duction of current allowance. 


Discussion of the confiscatory effect of reducing current depreciation rates 
because of excessive amounts previously charged and accumulated in a 
depreciation reserve, in the light of judicial decisions, p. 208. 


(Nrxon, Commissioner, dissents.) 
[September 19, 1941.] 


PPLICATION for authority to adjust depreciation reserve by 
1 \ transfer of excessive amounts to earned surplus; granted. 


> 


By the Commission: On July 12, 
1941, Northwestern Wisconsin Elec- 
tric Company applied for authority to 
transfer $38,182.39 from its reserve 
for depreciation of utility plant to 
earned surplus. The amount proposed 
to be transferred to earned surplus 
represents an alleged excess in the de- 
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preciation reserve account over the 
amount which is estimated to be re- 
quired for depreciation reserve. 

The application states that the com- 
pany made a study of the estimated 
requirement for reserve for deprecia- 
tion of its property as of January 1, 
1940. This study was made with the 
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codperation and assistance of the staff 
of the Commission. At January 1, 
1940, the depreciation reserve per 
books of the company (less subse- 
quent charges of $11,918.25 applica- 
ble to the reserve as of January 1, 
1940) was $188,797.17. The esti- 
mated reserve requirement, based on 
the aforementioned study, was $154,- 
254.14. Thus, an excess depreciation 
reserve of $34,543.03 was indicated as 
of January 1, 1940. During the year 
1940 the company accrued $17,328.55 
of depreciation expense, which was 
$3,639.36 in excess of the deprecia- 
tion expense for the year indicated by 
depreciation rates which we certified to 
the company on May 14, 1941, Docket 
2-U-1711. This excess depreciation 
expense for the year 1940 plus the ex- 
cess depreciation reserve as of Janu- 
ary 1, 1940, gave a total excess of 
$38,182.39 as of January 1, 1941. 
It is this indicated excess which the 
company now proposes to transfer to 
earned surplus and requests our au- 
thorization for such transfer. 

The reserve requirement study was 
made codperatively by our staff and 
that of the company. In this work an 
original cost study prepared jointly 
by the company and our staff, which 
showed the ages of the various classes 
of plant, was utilized. The reserve re- 
quirement as of January 1, 1940, was 
determined by estimating the average 
realized life to date of the various 
classes of plant and of multiplying 
these average realized lives by the an- 
nual depreciation rates which we cer- 
tified to the company on May 14, 1941. 
By the term “average realized life’’ is 
meant the average number of years 
of service obtained to date from all 


of the property of which the present 
plant is the survivor.. It should not be 
confused with the age of the existing 
plant. However, in the case of build- 
ings and property of similar mortali- 
ty characteristics, the actual age of 
property was used as a reasonable es- 
timate of average realized life. To il- 
lustrate the procedure followed, dis- 
tribution poles, towers, and fixtures 
were found to have an average rea- 
lized life to January 1, 1940, of 8.95 
years. The depreciation rate certified 
for this class of plant was 3.5 per cent. 
An accrual of 3.5 per cent per annum 
for a period of 8.95 years gives an in- 
dicated reserve requirement of 31.33 
per cent. By similar calculations for 
each of the other classes of plant the 
total reserve requirement as of Janu- 
ary 1, 1940, of $154,254.14 was de- 
termined. This amount was 32.12 
per cent of depreciable plant of $480,- 
190. 

It seems clear from the evidence 
that the depreciation reserve require- 
ment is a reasonable estimate of what 
the depreciation reserve should be un- 
der the estimates of life and net sal- 
vage which were used by us in deter- 
mining the rates of depreciation pre- 
viously certified to the company and 
which the company is now using in 
computing annual depreciation ex- 
pense. The question at issue is wheth- 
er an amount in the depreciation re- 
serve account in excess of the reason- 
able estimate thus arrived at can be 
transferred therefrom to earned sur- 
plus. 

Substantially this same question 
was before us in Docket 2-SB-183, in 
which inter alia Wisconsin Electric 
Power Company was authorized to 
transfer an alleged excess of $3,300,- 
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000 from its depreciation reserve to 
reserve for contingent losses on its in- 
vestment in its transportation subsid- 
iary. In that case the excess in the 
depreciation reserve account was based 
upon a reserve requirement study 
similar to the one presented here, ex- 
cept that Wisconsin Electric Power 
Company used a compound-interest 
method of accounting for depreciation 
and the applicant in this proceeding is 
using the straight-line method. In the 
Wisconsin Electric Power Company 
Case we stated: 

“Tf a depreciation reserve is higher 
than it should be, the recorded earned 
surplus (assuming the reserve was 
built up by charges against income) is 
too low and, conversely, if a deficit 
exists in a depreciation reserve, re- 
corded earned surplus is overstated. 
It follows that corrections of over- 


ages or underages in depreciation re- 
serves should be made through earned 


surplus. It may be that exceptions to 
this principle may be warranted in spe- 
cific instances, but generally it seems 
to us that the primary consideration in 
depreciation accounting should be that 
the current depreciation expense 
charges should be based on the best 
available evidence of the cost of de- 
preciation applicable to the current 
period to the end that income may be 
stated as accurately as possible. A 
concomitant of this view is that cor- 
rection of reserves should be made 
through surplus.” 

We see no reason to change these 
views in the instant proceeding. How- 
ever, in view of the fact that the cur- 
rent application provides for a trans- 
fer from depreciation reserve to 
earned surplus rather than a transfer 
to another reserve account, as in the 
40 PUR(NS) 


Wisconsin Electric Power Company 
Case, we believe it desirable to give 
further explanation of the reasons 
why we believe correction of deprecia- 
tion reserves for either excesses or de- 
ficiencies should be made through 
earned surplus. 

Depreciation is a fact. It is true 
that the amount of depreciation which 
occurs in any given period can only 
be estimated, rather than accurately 
ascertained, but it is certain that de- 
preciation is occurring each year re- 
gardless of whether a depreciation re- 
serve is too small or too large. The 
status of the depreciation reserve can 
have no possible effect on the amount 
of depreciation which is actually oc- 
curring during a given period. If 
there is no depreciation reserve bal- 
ance whatsoever, or if the depreciation 
reserve amounts to 100 per cent of 
the cost of property, nevertheless, the 
amount of annual depreciation occur- 
ring in fact will be the same in either 
event, and it seems to us that account- 
ing practices should recognize and re- 
flect, as nearly as may be practicable, 
the amount of depreciation actually 
occurring during a given accounting 
period. To do so, the amount of de- 
preciation expense recorded must not 
be influenced either upward or down- 
ward because of past deficiencies or 
excesses in the provisions made for de- 
preciation. If the past accumulations 
for depreciation were too large, the 
obvious correction is to increase the 
earned surplus account and maintain 
the future depreciation expense 
charges at the proper level, and the 
converse is true if a deficiency in the 
reserve were to be corrected. 

The provisions of systems of ac- 
counts prescribed by regulatory au- 


204 





mp any 


O give 
‘easons 
precia- 

or de- 
rough 


is true 
which 
1 only 
irately 
at de- 
ar re- 
on re- 
The 
7e can 
nount 
ly oc- 
. a 
2 bal- 
iation 
nt of 
s, the 
ecur- 
either 
ount- 
id re- 
cable, 
‘ually 
nting 
f de- 
t not 
own- 
S OF 
r de- 
tions 
- the 
. the 
itain 
ense 
the 
| the 


RE NORTHWESTERN WISCONSIN ELECTRIC CO. 


thority are significant in considering 
this matter. Our system now applica- 
ble to electric utilities (and in this re- 
spect it is identical with that current- 
ly prescribed by Federal Power Com- 
mission and that recommended by the 
National Association of Railroad and 
Utilities Commissioners for adoption 
by state Commissions) provides as 
follows: 


Definition 13. 

“Depreciation, as applied to depre- 
ciable utility plant, means the loss in 
service value not restored by current 
maintenance, incurred in connection 
with the consumption or prospective 
retirement of utility plant in the course 
of service from causes which are 
known to be in current operation and 
against which the utility is not protect- 
ed by insurance. Among the causes 
to be given consideration are wear and 
tear, decay, action of the elements, in- 
adequacy, obsolescence, changes in the 
art, changes in demand, and require- 
ments of public authorities.” (Italics 
supplied. ) 


503 Depreciation. 

“A. This account shall include the 
amount of depreciation expense for 
the period covered by the income state- 
ment for all classes of depreciable util- 
ity plant except such depreciation ex- 
pense as is chargeable to clearing ac- 
counts or to construction work in 
progress. .” (Italics supplied. ) 


250. Reserve for depreciation of util- 
ity plant. 

“A. This account shall be credited 
with the following: 

“Amounts charged to Account 503, 
Depreciation, to Account 510, Income 
from Utility Plant Leased to Others, 
to clearing accounts or to income or 


other accounts for currently accruing 
depreciation. 

“Amounts charged to Account 415, 
Miscellaneous Debits to Surplus, for 
past accrued depreciation. 

(Italics supplied.) 

Similar provisions are contained in 
effective systems of accounts which we 
have prescribed for gas and water util- 
ities and these systems conform in 
these respects to those recommended 
by the National Association of Rail- 
road and Utilities Commissioners. 

The effective system of accounts for 
telephone utilities prescribed by Fed- 
eral Communications Commission and 
adopted by this Commission with cer- 
tain modifications not here relevant 
contains a definition of depreciation 
practically identical with that given 
above. It likewise contains the fol- 
lowing provisions: 


608. Depreciation. 

“This account shall include the 
amount of depreciation charges ap- 
plicable to the accounting period for 
all classes of depreciable telephone 
plant, except amounts chargeable to 
clearing accounts. ” (Italics sup- 
plied.) 


171. Depreciation reserve. 

“A. This account shall be credited 
with amounts currently charged to Ac- 
count 608, Depreciation, and to clear- 
ing accounts for currently accruing de- 
preciation of telephone plant. It shall 
also be credited with any amounts 
which the company may elect to charge 
to Account 413, Miscellaneous Debits 
to Surplus, and transfer to this ac- 
count with respect to past accrued de- 
preciation not provided for. Ps 
(Italics supplied.) 

A review of our effective systems 
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of accounts for electric, gas, water, 
and telephone utilities, and similar sys- 
tems prescribed by Federal Power 
Commission and Federal Communica- 
tions Commission, indicates that each 
of such systems: 

1. Defines depreciation as arising 
from causes which are known to be in 
current operation. 

2. Restricts depreciation expense to 
the amount applicable to the period 
covered by the income statement. 

3. Requires that the depreciation 
reserve shall be credited with depre- 
ciation expense charges for currently 
accruing depreciation. 

4. Provides that depreciation re- 
serve shall be credited with amounts 
charged to surplus for past accrued 
depreciation not provided for. 

The systems are silent as to the 
specific accounting to be followed if a 
depreciation reserve is excessive. 
However, our effective electric, gas, 
and water systems of accounts (and 
the systems of Federal Power Com- 
mission and National Association of 
Railroad and Utilities Commissioners 
are identical in this respect) provide 
that the utility is restricted in its use 
of the reserve for the purpose of ab- 
sorbing charges on the retirements of 
property and shall not divert any por- 
tion of the reserve to surplus without 
the approval of the Commission. 
When this provision is considered in 
the light of the restriction of deprecia- 
tion expense to currently accruing de- 
preciation and the provision for charg- 
ing past accrued depreciation not pro- 
vided for to surplus, it follows that ex- 
cessive depreciation reserves may be 
corrected through surplus provided 
the approval of the Commission is ob- 
tained. 
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Such accounting has further justi- 
fication when the purposes of financial 
statements are considered. Income 
statements are designed to show the 
results of the operation of the business 
for the period covered thereby. Bal- 
ance sheets are designed to show data 
pertaining to the financial position of 
the company at a given date. Bearing 
in mind the effect of depreciation ac- 
counting on such statements, it seems 
clear that current charges for depre- 
ciation expense should be based upon 
the best estimates of the amount of 
such expense occurring during the 
period covered by the income state- 
ment without being influenced by past 
excessive or deficient depreciation 
charges. Likewise the showing of the 
proper depreciation reserve account in 
the balance sheet gives pertinent data 
concerning the financial condition of 
the company. 

Weare familiar with the view some- 
times expressed that an excess in the 
depreciation reserve, which has been 
accumulated by excessive charges for 
depreciation expense, should be util- 
ized to reduce the depreciation ex- 
pense charges for the future. Ad- 
herents of this view reason that cus- 
tomers have paid the excessive depre- 
ciation in the rates charged for utility 
service, and that, therefore, any ex- 
cess depreciation reserve should be 
utilized to reduce the future cost of 
depreciation. Further, that if an ex- 
cess in the reserve is transferred to 
surplus and the future depreciation 
expense charges made on the basis of 
the amount properly assignable to the 
period, the customer will have paid 
part of the depreciation on the prop- 
erty twice and that this is inequitable 
and unfair and, accordingly, the cus- 
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tomer should be given the benefit of 
the excess depreciation accruals. 

The seeming logic of this view dis- 
appears upon anlysis. If an excess in 
the depreciation reserve may be used 
to reduce future expense charges, then 
it must follow that a deficiency in the 
depreciation reserve may be made up 
through increased expense charges, for 
if a rule has validity, it should work 
both ways. Now let us assume an ex- 
treme case where a depreciation re- 
serve waS a negative amount, i. e., 
there was less than nothing in the de- 
preciation reserve account. If de- 
ficiencies are to be made up in the fu- 
ture, then it would mean that in such 
an instance the utility should be per- 
mitted to charge as depreciation in the 
future more than the cost of its plant 
even though considerable depreciation 
had already occurred. We had a 


quite similar situation before us in 
Docket 2-SB-97 (1938) 22 PUR 
(NS) 225, involving Northern States 


Power Company. In that case we re- 
quired the utilization of all of the 
earned surplus of the company for 
certain specified purposes and in view 
of the inadequacy of the depreciation 
reserve the creation of a substantial 
reserve out of the capital of the com- 
pany. We did not permit and we do 
not believe we should have permitted 
the utility to charge more than the 
proper amount of depreciation ex- 
pense in order to compensate for the 
deficiency. 

In so far as concerns equitable treat- 
ment of utility customers, we believe 
that the costs of operation should be 
those of the present, uninfluenced by 
what may have happened in the past. 
We believe that the weight of legal de- 
cisions supports our view in this mat- 


ter. As early as 1909 in the case of 
Knoxville v. Knoxville Water Co. 212 
US 1, 13, 53 L ed 371, 29 S Ct 148, 
the court stated that the true value of 
plant cannot be enhanced by past er- 
rors 1n management: 

“A water plant, with all its addi- 
tions, begins to depreciate in value 
from the moment of its use. Before 
coming to the question of profit at all, 
the company is entitled to earn a suffi- 
cient sum annually to provide not only 
for current repairs but for making 
good the depreciation and replacing 
the parts of the property when they 
come to the end of their life. The 
company is not bound to see its prop- 
erty gradually waste, without making 
provision out of earnings for its re- 
placement. It is entitled to see that 
from earnings the value of the proper- 
ty invested is kept unimpaired, so that 
at the end of any given term of years 
the original investment remains as it 
was at the beginning. It is not only 
the right of the company to make such 
a provision, but it is its duty to its bond 
and stockholders, and, in the case of 
a public service corporation at least, 
its plain duty to the public. 

If, however, a company fails to per- 
form this plain duty and to exact suf- 
ficient returns to keep the investment 
unimpaired, whether this is the result 
of unwarranted dividends upon ov- 
erissues of securities or of omission to 
exact proper prices for the output, the 
fault is its own. When, therefore, a 
public regulation of its prices comes 
under question, the true value of the 
property then employed for the pur- 
pose of earning a return cannot be en- 
hanced by a consideration of the er- 
rors in management which have been 
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committed in the past. (Italics sup- 
plied. ) 

We believe it may reasonably be in- 
ferred from what was said in the 
Knoxville Case, supra, that neither 
can the fair value of property be di- 
minished by past errors of manage- 
ment in accruing too large a deprecia- 
tion reserve. 

Perhaps the leading decision bearing 
on the question of excess depreciation 
reserves is Public Utility Comrs. v. 
New York Teleph. Co. 271 US 23, 70 
L ed 808, PUR1926C 740, 46 S Ct 
363, decided April 12, 1926, where the 
Supreme Court held that excessive ac- 
cumulations for depreciation could not 
be used to support otherwise confisca- 
tory rates in the future. In this case, 
the Commission found that the depre- 
ciation reserve which was invested in 
plant was excessive by over $4,000,- 
000 and directed that the excess 
amount be used by the company to 
offset deficits in any year when the 
earnings were found to be less than 
a reasonable return by the Board. In 
view of the rather close analogy with 
the instant case, we quote from the 
court’s decision below: 

“It may be assumed, as found by 
the Board, that in prior years the com- 
pany charged excessive amounts to 
depreciation expense and so created in 
the reserve account balances greater 
than required adequately to maintain 
the property. It remains to be con- 
sidered whether the company may be 
compelled to apply any part of the 
property or money represented by such 
balances to overcome deficits in pres- 
ent or future earnings and to sustain 
rates which otherwise could not be 
sustained. 

“The just compensation safeguard- 
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ed to the utility by the Fourteenth 
Amendment is a reasonable return on 
the value of the property used at the 
time that it is being used for the pub- 
lic service.: And rates not sufficient 
to yield that return are confiscatory. 
Willcox v. Consolidated Gas Co, 
(1909) 212 US 19, 41, 53 L ed 382, 
29 S Ct 192, 48 LRA(NS) 1134, 15 
Ann Cas 1034; Bluefield Water Works 
& Improv. Co. v. West Virginia 
Pub. Service Commission, 262 US 
679, 692, 67 L ed 1176, PUR1923D 
11, 43 S Ct 675; constitutional protec- 
tion against confiscation does not de- 
pend on the source of the money used 
to purchase the.property. It is enough 
that it is used to render the service. 
San Joaquin & K. River Canal & Irrig, 
Co. v. Stanislaus County (1914) 233 
US 454, 459, 58 L ed 1041, 34S Ct 
652; Cedar Rapids Gaslight Co. v. 
Cedar Rapids (1909) 144 Iowa 426, 
434, 120 NW 966, 48 LRA(NS) 
1025, affirmed in (1912) 223 US 655, 
56 L ed 594, 32 S Ct 389; Consolidat- 
ed Gas Co. v. New York (1907) 157 
Fed 849, aff'd 212 US 19, supra; 
Ames v. Union P. R. Co. (1894) 64 
Fed 165, 176. The customers are en- 
titled to demand service and the com- 
pany must comply. The company is 
entitled to just compensation and, to 
have the service, the customers must 
pay for it. The relation between the 
company and its customers is not that 
of partners, agent and principal, or 
trustee and beneficiary. Cf. Fall Riv- 
er Gas Works Co. v. Gas & E. L. 
Comrs. (1913) 214 Mass 529, 102 
NE 475. The revenue paid by the 
customers for service belongs to the 
company. The amount, if any, re- 
maining after paying taxes and operat- 
ing expenses including the expense of 
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depreciation, is the company’s compen- 
sation for the use of its property. If 
there is no return or if the amount is 
less than a reasonable return, the com- 
pany must bear the loss. Past losses 
cannot be used to enhance the value of 
the property or to support a claim that 
rates for the future are confiscatory. 
Galveston Electric Co. v. Galveston, 
258 US 388, 395, 66 L ed 678, PUR 
1922D 159, 42 S Ct 351; Georgia R. 
& Power Co. v. Railroad Commission, 
262 US 625, 632, 67 L ed 1144, PUR 
1923D 1, 43 S Ct 680. And the law 
does not require the company to give 
up for the benefit of future subscrib- 
ers any part of its accumulations from 
past operations. Profits of the past 
cannot be used to sustain confiscatory 
rates for the future. Newton v. Con- 
solidated Gas Co. 258 US 165, 175, 
66 L ed 538, PUR1922B 752, 42 S 
Ct 264; Galveston Electric Co. v. Gal- 
veston, supra, 258 US at p. 396; Mon- 
roe Gaslight & Fuel Co. v. Michigan 
Public Utilities Commission, 292 Fed 
139, 147, PUR1923E 661; Minneapo- 
lis v. Rand (1923) 285 Fed 818, 823; 
Georgia R. & Power Co. v. Railroad 
Commission, 278 Fed 242, 247, PUR 
1922C 744, affirmed in 262 US 625, 
supra; Chicago R. Co. v. Illinois Com- 
merce Commission, 277 Fed 970, 980, 
PUR1922C 282; Garden City v. Gar- 
den City Teleph. Light & Mfg. Co. 
150 CCA 25, PUR1917B 779, 236 
Fed 693, 696. 


“Customers pay for service, not for 
the property used to render it. Their 
payments are not contributions to de- 
preciation or other operating expen- 
ses, or to capital of the company. By 
paying bills for service they do not 
acquire any interest, legal or equitable, 
in the property used for their conven- 
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ience or in the funds of the company. 
Property paid for out of moneys re- 
ceived for service belongs to the com- 
pany, just as does that purchased out 
of proceeds of its bonds and stock. It 
is conceded that the exchange rates 
complained of are not sufficient to 
yield a just return after paying taxes 
and operating expenses, including a 
proper allowance for current deprecia- 
tion. The property or money of the 
company represented by the credit 
balance in the reserve for depreciation 
cannot be used to make up the defi- 
ciency.” (PUR1926C at pp. 744 
746.) 

In Smith v. Illinois Bell Teleph. Co. 
282 US 133, 75 L ed 255, PURI931A 
1, 12, 51 S Ct 65, decided December 
31, 1930, the court said: 

“While it has been held by this 
court that property paid for out of 
moneys received for past services be- 
longs to the company, and that the 
property represented by the credit bal- 
ance in the reserve for depreciation 
cannot be used to support the impo- 
sition of a confiscatory rate (Public 
Utility Comrs. v. New York Teleph. 
Co. 271 US 23, 70 L ed 808, PUR 
1926C 740, 46 S Ct 363), it is evi- 
dent that past experience is an indica- 
tion of the company’s requirements for 
the future. The recognition of the 
ownership of the property represented 
by the reserve does not make it neces- 
sary to allow similar accumulations to 
go on if experience shows that these 
are excessive.” 

It may be noted that the experience 
of the company in this proceeding has 
been considered in fixing the current 
depreciation rates. The rates used by 
the company in the past were exces- 
sive. They have been corrected by a 
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certificate of depreciation rates issued 
by this Commission May 14, 1941. 
It seems clear, however, from the de- 
cisions of the United States Supreme 
Court that it would be in conflict with 
the legal principles enunciated in the 
court’s decisions if we should reduce 
the current depreciation rates below 
what they should properly be because 
the company had, in the past, charged 
excessive amounts for depreciation. 

We come now to a consideration of 
the Wisconsin Statutes concerning de- 
preciation of public utilities. Section 
196.09, provides that each utility shall 
file with the Commission within such 
time as the Commission may require, 
its estimate of annual depreciation 
rates and that the Commission shall 
certify these or such other rates as it 
may determine to be reasonable. Two 
subsections of this statute appear per- 
tinent here, and are quoted below: 

“(4) The Commission may pro- 
vide, in order to meet changing condi- 
tions, that public utilities shall submit 

_the estimates herein referred to from 
time to time, and in case it requires 
such resubmission of estimates, it shall 
follow the procedure with refer- 
ence to certifying its findings as pro- 
vided above. In revising the reason- 
able and proper percentages of depre- 
ciation the Commission shall give con- 
sideration to the experience of the pub- 
lic utility in accumulating a deprecia- 
tion reserve under previous rates, the 
retirements actually made, and such 
other factors as may be relevant. 

“(8) No public utility shall charge 
to its depreciation reserve anything 
except losses on property actually re- 
tired from service.” 

Subsection (4), supra, requires that 
the Commission shall give considera- 
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tion to the experience of the utility in 
accumulating a depreciation reserve 
under previous rates. We construe 
this to mean that in a determination 
of reasonable depreciation rates the 
Commission should consider the man- 
ner in which the depreciation reserve 
is building up, for in the final analysis 
the proof of the reasonableness or the 
unreasonableness of a _ depreciation 
rate lies in whether it builds up a prop- 
er depreciation reserve. Certainly, if 
the evidence is that a depreciation rate 
was building up too high a reserve, 
the rate should be reduced; and, con- 
versely, if a rate were building up an 
inadequate reserve, it is proof that the 
rate is too low. This is not to say 
that the proper depreciation rate 
should be increased or decreased be- 
cause of the past, but merely that the 
past history should be utilized in de- 
termining what is the proper rate of 
depreciation for the present. 

Coming now to subsection (8), we 
repeat what we said in the Wisconsin 
Electric Power Company. Case, Dock- 
et 2-SB-183, dated July 22, 1941: 

“Tf this subsection were to be inter- 
preted and applied literally, it would 
by its terms prohibit the transfer of 
any portion of the applicant’s existing 
depreciation reserve for the purposes 
stated in the application herein and any 
purported approval of or authority for 
such transfer would be invalid and of 
no effect. But the subsection is only 
a part of § 196.09 and must be con- 
strued as such in the light of its con- 
text. The effect to be given the sub- 
section should be consonant with the 
essential and dominant purpose of the 
legislature in enacting said § 196.09 in 
its entirety; and the provision applied 
so as to produce a sensible rather than 
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an absurd or illogical result. Such 
construction conforms to well-known 
rules of statutory construction repeat- 
edly recognized and applied by the su- 
preme court of this state. 

“Viewed in the light of these fa- 
miliar rules of construction, the sub- 
section cannot be considered as ex- 
pressing a legislative intent to freeze 
excesses that might occur in deprecia- 
tion reserves, regardless of how gross- 
ly such reserves may exceed the 
amounts necessary to meet the pur- 
poses for which they are required to 
be maintained. 

“The dominant purpose of the legis- 
lature in enacting said § 196.09 as a 
whole was to make provision for ade- 
quate depreciation expense and depre- 
ciation reserves by public utilities to 
the end that the utility’s capital and 
its ability to render service should not 
be impaired ; and to this end to assure 
the integrity of the depreciation re- 
serve by prohibiting improper charges 
thereto. Read in its entirety, the sec- 
tion appears to be designed to prevent 
excessive depreciation reserves as well 
as inadequate reserves. If so, a prov- 
en excess in the depreciation reserve, 
an amount over and above the proper 
and adequate amount of depreciation, 
cannot be considered subject to the 
restrictions of subsection (8) of 
§ 196.09. Such restrictions appear 
rather to be intended to apply to prop- 
er and legitimate amounts in the re- 
serve so as to assure the integrity of 
proper amounts provided for depreci- 
ation of property.” 

It is our judgment that the proposed 
transfer from depreciation reserve to 
earned surplus, in the light of the cir- 
cumstances of the case, conforms to 
proper accounting procedures and the 
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provisions of the effective system of 
accounts for electric utilities, and may 
be authorized in accordance with the 
terms of the statute. 


Finding 


The Commission finds that the de- 
preciation reserve of Northwestern 
Wisconsin Electric Company as of 
January 1, 1941, exceeds the proper re- 
serve balance by $38,182.39 and that 
this excess may properly be trans- 
ferred to earned surplus. 


ORDER 


It is hereby ordered that North- 
western Wisconsin Electric Company 
be and is hereby authorized to charge 
its depreciation reserve as of January 
1, 1941, with the amount of $38,- 
182.39 and to credit said amount to 
earned surplus. 


Nixon, Commissioner, dissenting: 
The method of disposition of excess 
depreciation reserve is of grave im- 
portance to the utility’s ratepayers. 

If a utility had improperly charged 
other items such as excessive officers’ 
salaries to operating expenses, the 
ratepayers would be adversely affected 
only in the years in which such charg- 
es were made. A cessation of the ex- 
cessive charges would grant immediate 
relief to the ratepayers. However, be- 
cause of their relationship to the capi- 
tal employed by the utility, excessive 
annual depreciation charges not only 
adversely affect the customers in the 
years in which charged, but, under the 
method of adjustment which is being 
approved in this case, will continue to 
adversely affect them for an indefi- 
nite period in the future. 

From the viewpoint of equity to the 
ratepayers, it is improper to convert 
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excess depreciation reserves to surplus 
for the benefit of the stockholders. 
The ratepayers have been required 
over a period of years to make invol- 
untary contributions through the 
medium of excessive annual deprecia- 
tion charges to create an excessive re- 
serve. Since 1923 (two years after 
organization) this company has earned 
on the average in excess of 6 per cent 
annually on its depreciated book val- 
ue. If the annual depreciation charg- 
es have been excessive, the customers 
would have received lower rates in the 
past had proper depreciation charges 
been made. 

Since it is the sole purpose of a de- 
preciation reserve to preserve the in- 
tegrity of the property, any excess re- 
serve which has been accumulated as 
an incident to that function should be 
treated as an involuntary contribution 
on the part of the ratepayers, and when 
accumulated on a straight-line or com- 
pound-interest basis, should be deduct- 
ed from the gross property and plant 
_ in the determination of a rate base. 
The stockholders suffer no injustice 
by such a deduction since the assets or 
property represented by the excess re- 
serve have not been financed by them, 
but are as much a part of contributed 
capital as an outright gift or donation. 

The inequity of permitting the 
utility to transfer the excessive amount 
of a depreciation reserve to surplus 
where it may be passed on to the 
stockholders as dividends is obvious 
when it is considered that not only has 
the customer been charged deprecia- 
tion rates in the past, which in total 
will ultimately permit the company to 
receive back more capital than it in- 
vested, but he is also required in the 
future to pay to the company a com- 
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pensatory return on the capital which 
he himself furnished to the utility 

In this case, without any additional 
investment on the part of the company, 
there is added to the book value rate 
base $38,182.39 which is equal to the 
amount which it has been presumed 
the company overcharged its ratepay- 
ers in the past years. In other words, 
the proposed adjustment to surplus not 
only affords no relief for past over- 
charges, but further aggravates and 
perpetuates the inequity by placing an 
additional burden on the utility’s rate- 
payers for an indefinite period in the 
future. Certainly, overcharges in the 
past should not now be made the in- 
strumentality of imposing additional 
and unwarranted burdens on ratepay- 
ers in the future. The proposed trans- 
fer of the excess depreciation reserve 
to surplus, in effect will add over $38,- 
000 to the book value rate basis. 
Thereupon, the company will be enti- 
tled to additional revenues of about 
$2,300 from its ratepayers in order to 
yield a 6 per cent return upon the ad- 
ditional capital, for which it spent 
nothing, but which is gratuitously add- 
ed to the rate base. 

It is said that since the deficiency 
in the depreciation reserve would un- 
doubtedly have to be made good by a 
charge to surplus, consistency requires 
that where there is an excess in the re- 
serves such excess should be trans- 
ferred to surplus. This is plausible 
but will not stand analysis. Certainly, 
if a utility earned more than a fair 
return and failed to accrue proper 
amounts to the depreciation reserve, 
the deficiency should be made up by a 
charge to surplus since the stockhold- 
ers have in fact withdrawn from the 
business not only the return but that 
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part of their investment represented 
by accrued depreciation in the prop- 
erty; and where the business has not 
earned a fair return and there has 
been a failure to provide a sufficient 
reserve for depreciation through annu- 
al charges it must be presumed that 
the stockholders have waived a full 
return since this is a regulated indus- 
try substantially free of competition, 
and the deficiency ought, therefore, to 
be made up out of surplus. But 
where, as in this case, the utility has 
earned a fair return during the time 
it has accrued the excess in its reserve, 
I can see no justification for transfer- 
ring such claimed excess to surplus 
where it will be available to declare 
dividends. In effect, this means per- 
mitting the utility to earn an excess 
return. 


The point is made that our decision 
in the Wisconsin Electric Power 
Company Case (2-SB-183, July 22, 
1941) establishes a precedent control- 
ling the point. There, the transfer 
was from the depreciation reserve to 
a reserve for contingent losses. The 
amount so transferred was frozen by 
the terms of our order and it cannot 
be used to pay dividends. Moreover, 
the ratepayers are not injured by the 
treatment accorded the excess reserve 
since the company is now preparing, 
at our request made at the time of our 
decision in the case, reduction in rates 
in an amount to compensate the rate- 
payers for the interest credited to 
them on such reserve. 

For the foregoing reasons I am un- 
able to concur in the decision in this 
case. 





UNITED STATES CIRCUIT COURT OF APPEALS 
EIGHTH CIRCUIT 


Mississippi River Fuel Corporation 
Vv. 


Federal Power Commission 


[Nos. 500, 501.] 
(121 F(2d) 159.) 


Public utilities, § 49 — Natural gas business — Industrial and wholesale 
service — Legislative declaration. 
1. A contention that the business of a company purchasing natural gas 
and selling the gas directly to industries and to distributing companies 
for resale for public consumption is purely a matter of private concern 
cannot be sustained in the face of a statutory finding to the contrary based 
upon an extended administrative investigation, p. 216. 


Rates, § 13.1 — Powers of Federal Commission — Effect of contract. 
2. The Federal Power Commission has jurisdiction to regulate the price 


213 


40 PUR(NS) 





UNITED STATES CIRCUIT COURT OF APPEALS 


of natural gas notwithstanding prices fixed by contracts entered into before 
the enactment of the Natural Gas Act, p. 217. 


Gas, § 2.1 — Jurisdiction of Federal Commission — Natural gas to be mixed. 
3. The Federal Power Commission has jurisdiction over the interstate sale 
of natural gas, under the provisions of the Natural Gas Act, even though 
the natural gas is to be mixed by the distributing company with artificial gas 
for sale to customers, p. 218. 


Rates, § 234 — Schedules — Status of filed contracts. 


4. The Federal Power Commission is warranted in accepting contracts, 
providing for sales of gas at a designated rate, as schedules within the 
meaning of the Natural Gas Act provisions relating to schedules showing 
rates and charges, p. 219. 


Return, § 65 — Tests of fair rates — Natural Gas Act — Property as a whole. 
5. Permitted rates under the Natural Gas Act are to be subjected to the 
tests of a fair investment return on the natural gas companies’ property 
as a whole, p. 219. 


Return, § 16 — As test of rates. 
6. The rate of return not only may be, but in a utility case must be, the 
largely determinative factor of reasonableness, subject to’ the qualification 
that the rate must not be unreasonable in itself, p. 220. 


Rates, § 172 — Reasonableness — Value of service. 


7. The value of the service to users is neither a reasonable rule nor sup- 
ported by judicial decisions in testing the reasonableness of rates, p. 220. 


Rates, § 187 — Sustaining burden of proof — Operating costs — Return — 
Value of property. 

8. A natural gas company fails to sustain the burden of proof as to rea- 
sonableness of rates, imposed upon it by the Natural Gas Act, when it 
produces no evidence to show the value of its property used and useful 
for serving customers under proposed rates and charges, makes no proof 
of operating costs, and makes no proof as to what would constitute a rea- 
sonable rate of return on the property so used, p. 220. 


[June 30, 1941.] 


ROCEEDING to review orders of Federal Power Commission 

P disallowing proposed increased rates and charges for natural 

gas; orders affirmed. For Commission decision see 34 PUR 
(NS) 8. 


¥ 


APPEARANCES: Frank H. Sulli- S. Youngman, Jr., General Counsel, 


van, of St. Louis, Mo., and William 
A. Dougherty, of New York city 
(Hugh H. Sullivan and Sullivan, 
Reeder, Finley & Gaines, all of St. 
Louis, Mo., on the brief), for petition- 
er; Richard J. Connor, Assistant Gen- 
eral Counsel, Federal Power Commis- 
sion, of Washington, D. C. (William 
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Federal Power Commission, and W. 
Russell Gorman, Attorney, Federal 
Power Commission, both of Washing- 
ton, D. C., on the brief), for respond- 
ent. 

Before Gardner and Johnsen, Cir- 
cuit Judges, and Collet, District Judge. 





MISSISSIPPI RIVER FUEL CORP. v. FEDERAL POWER COM. 


GARDNER, C. J.: This is a proceed- 
ing to review orders of the Federal 
Power Commission disallowing pro- 
posed increased rates and charges for 
natural gas by petitioner to its cus- 
tomers Illinois lowa Power Company 
and Laclede Gas Light Company. 

Petitioner, Mississippi River Fuel 
Corporation, is a corporation organ- 
ized under the laws of the state of 
Delaware and authorized to do busi- 
ness in the states of Delaware, Louis- 
jana, Arkansas, Missouri, and Illinois. 
Since 1929, it has engaged in the busi- 
ness of purchasing, transporting, and 
selling natural gas to customers by 
contract along its pipe-line route. It 
produces no gas, but purchases natural 
gas in the state of Louisiana and trans- 
ports it through its pipe line to its cus- 
tomers in Arkansas, Missouri, and IIli- 
nois, where it is sold to ultimate con- 


sumers for domestic, commercial, and 


industrial use. It is not chartered as 
a public utility and is not endowed with 
the power of eminent domain. It has 
no public franchise and its pipe lines 
do not occupy any public property. Its 
sales are all effected by negotiated con- 
tracts, either with industrial consum- 
ers or public utilities. 

Among the public utilities to which 
petitioner makes sales is the Illinois 
Iowa Power Company, which sells and 
distributes gas to domestic consumers 
in East St. Louis and neighboring 
towns in Illinois. This utility buys 
the gas from petitioner for purposes 
of mixing it with the gas it manufac- 
tures so as to enrich and increase the 
B.T.U. content of its send-out product. 
Deliveries of gas by petitioner to this 
utility commenced on June 11,-1935. 
On August 26, 1936, petitioner and the 
Illinois Iowa Power Company made 
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a 2-year contract, and the parties have 
had continuous contract relations since 
that time. On July 7, 1939, the con- 
tract of August 26, 1936, was extend- 
ed for an indefinite time and until ter- 
minated upon ninety days’ notice by 
either party. This extended contract 
carried a revised capacity and com- 
modity charge for the gas, which re- 
sulted in a price up to January 1, 1940, 
of 23.43 cents per thousand cubic feet, 
and a price subsequent to January 1, 
1940, of 25.075 cents per thousand cu- 
bic feet. It is this latter price which 
was the subject of the Commission’s 
suspension and cancellation order here 
under review. On September 29, 
1939, the Commission issued a tempo- 
rary order suspending the rate to IIli- 
nois Iowa Power Company which 
would have become effective under 
petitioner’s contract with that concern 
as of January 1, 1940. After hearing, 
the Commission made a final order 
denying effect to the contract increase 
and continuing in effect the original 
contract rate. 

The Laclede Gas Light Company is 
a public utility engaged in the retail 
distribution of gas for consumption by 
domestic, commercial, and industrial 
consumers in the city of St. Louis, 
Missouri. Under a contract with pe- 
titioner, that utility purchases natural 
gas which it mixes with coke oven gas 
and oil still gas and sells the product 
to most of its consumers. A few in- 
dustries purchase the natural gas as 
supplied by the petitioner. The orig- 
inal contract between petitioner’s pred- 
ecessor and Laclede Gas Light Com- 
pany was dated September 27, 1929, 
and provided for resale for industrial 
purposes and also for sale of natural 
gas by petitioner for use in mixing or 
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enrichment of other gas or for use in 
a reformed or processed condition. 
This contract by its terms terminated 
July 1, 1940, but on October 23, 1931, 
a supplemental agreement was entered 
into, and a further agreement was 
made November 22, 1935. These con- 
tracts cover prices for natural gas to 
July 31, 1947. The contract price in- 
creased January 1, 1940, and, as in 
the companion case, the increases were 
enjoined pending hearing, and on final 
hearing the contract increases were de- 
nied effect and the contract rate pre- 
vailing prior to January 1, 1940, con- 
tinued. 

Petitioner, seeking a vacation of 
these orders, contends substantially as 
follows: (1) the regulation of peti- 
tioner is a violation of the Fifth 
Amendment ; (2) the provisions of the 
Natural Gas Act, 15 USCA § 717 et 
seq., are inapplicable to petitioner’s 
sale for mixing purposes ; (3) the con- 
tract price in effect between petitioner 
and Illinois Iowa Power Company 
and Laclede Gas Light Company as of 
January 1, 1940, was a fair and rea- 
sonable price. 

[1] Petitioner contends that it is 
a private corporation and not a public 
utility, and hence, its business is not 
affected with a public interest, and 
that legislative fiat cannot make a 
purely private interest a public one. It 
is also argued that it cannot be com- 
pelled to deal at a prescribed price with 
a particular customer. 

A natural gas company is defined in 
§ 2(6) of the Natural Gas Act, 15 
USCA § 717a(6), as a person en- 
gaged in the transportation of natural 
gas in interstate commerce, or the sale 
in interstate commerce of gas for re- 
sale. Section 2(1) of the same act de- 
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fines “person” as including an indivi- 
dual or a corporation. Confessedly, 
petitioner is engaged in the transporta- 
tion of natural gas in interstate com- 
merce, and it is contended by the Com- 
mission that it is engaged in the sale 
of gas in interstate commerce for re- 
sale. The constitutionality of the 
statute as applied to a corporation 
transporting or selling for resale nat- 
ural gas in interstate commerce is up- 
held by the circuit court of appeals of 
the seventh circuit in the very recent 
case, Natural Gas Pipeline Co. v. Fed- 
eral Power Commission (1941) 120 
F(2d) 625, 38 PUR(NS) 257, 264. 
The court in that case points out that 
the Natural Gas Act was passed after 
an extended investigation by the Fed- 
eral Trade Commission. The court 
in upholding the constitutionality of 
the act, among other things, says: 

“But, where a legislative determina- 
tion is based upon a very extended ad- 
ministrative investigation, which con- 
cluded that an industry was affected 
with a public interest and that Fed- 
eral regulation thereof was necessary 
and that said business or industry is 
producing and transporting natural 
gas to be sold to gas companies en- 
gaged in public utility businesses in cit- 
ies and villages, there exists no basis 
for a successful attack on such deter- 
mination. 

“The natural gas industry controls 
the source of a commodity of great 
public importance and widespread con- 
sumption, and therefore its regulation 
by Congress may well be required. At 
least, Congress, in its wisdom, may so 
conclude. Courts cannot, and should 
not, assume a greater wisdom than 
Congress, and find otherwise. The 
court’s function, at most, would be 
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limited to an inquiry as to the exist- 
ence of facts which would support leg- 
islative determination.” 

The act itself (§ 1(a), 15 USCA 
§ 717(a) ) declares that, “As disclosed 
in reports of the Federal Trade Com- 
mission made pursuant to S.Res. 83 
(Seventieth Congress, first session) 
and other reports made pursuant to 
the authority of Congress, it is hereby 
declared that the business of transport- 
ing and selling natural gas for ultimate 
distribution to the public is affected 
with a public interest, and that Fed- 
eral regulation in matters relating to 
the transportation of natural gas and 
the sale thereof in interstate and for- 
eign commerce is necessary in the pub- 
lic interest.” 

It thus appears that there was before 
Congress when this act was passed 
the report of an administrative investi- 
The contention that petition- 


gation. 
er’s business is purely a matter of 
private concern cannot be sustained in 
the.face of a statutory finding to the 


contrary. Nebbia v. New York 
(1934) 291 US 502, 78 L ed 940, 2 
PUR(NS) 337, 54 S Ct 505, 89 
ALR 1469; Sunshine Anthracite Coal 
Co. v. Adkins (1940) 310 US 381, 
84 L ed 1263, 60 S Ct 907; Olsen 
v. Nebraska ex rel. Western Reference 
& Bond Asso. 313 US 236, 85 L ed 
1305, 61 S Ct 862, 133 ALR 1500, 
opinion filed April 28, 1941. In the last 
cited case, the Supreme Court reversed 
a decision of the supreme court of Ne- 
braska, State ex rel. Western Refer- 
ence & Bond Asso. v. Kinney (1940) 
138 Neb 574, 293 NW 393, which 
held that a statute of that state fixing 
the maximum compensation which a 
private employment agency might col- 
lect from an applicant for employment 
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was unconstitutional under the due 
process clause of the Fourteenth 
Amendment. The trend of late de- 
cisions of the Supreme Court is to the 
effect that prices may be validly regu- 
lated under the Fifth or Fourteenth 
Amendments even where the business 
so regulated is not of the character of 
those traditionally known as public 
utilities. Thus in Nebbia v. New 
York, supra [291 US at p. 532, 2 
PUR(NS) at p. 349], it is said: 

“The due process clause makes no 
mention of sales or of prices any more 
than it speaks of business or contracts 
or buildings or other incidents of 
property. The thought seems never- 
theless to have persisied that there is 
something peculiarly sacrosanct about 
the price one may charge for what he 
makes or sells, and that, however able 
to regulate other elements of manu- 
facture or trade, with incidental effect 
upon price, the state is incapable of di- 
rectly controlling the price itself. This 
view was negatived many years ago.” 

Petitioner urges that our decision 
in St. Louis v. Mississippi River Fuel 
Corp. (1938) 97 F(2d) 726, 730, is 
determinative of its contention that it 
is conducting a private and not a 
public business. We there held that 
the petitioner was not engaged in sell- 
ing gas for public use within the mean- 
ing of an ordinance of the city of St. 
Louis. We there said that, “We con- 
clude that under Missouri law the term 
‘for public use,’ as used in the ordi- 
nance under consideration, means the 
sale of gas to the public generally and 
indiscriminately, and not to particular 
persons upon special contract.” 

That issue is not here involved. 

[2] It is argued that petitioner’s 
contracts were entered into some years 
40 PUR(NS) 
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before the legislative enactment, and 
hence, they must be held inviolate 
against statutory regulation. Having 
held the statute a constitutional regu- 
lation of “an industry sub- 
ject to control for the public good” 
(Nebbia v. New York, supra), it logi- 
cally follows that contracts made by 
petitioner, even though prior to its 
enactment, are also subject to regula- 
tion in the public interest. Union Dry 
Goods Co. v. Georgia Pub. Service 
Corp. 248 US 372, 63 L ed 309, PUR 
1919C 60, 39 S Ct 117, 9 ALR 1420; 
Producers Transp. Co. v. California 
R. Commission, 251 US 228, 64 L ed 
239, PUR1920C 574, 40 S Ct 131. 
In Union Dry Goods Co. v. Georgia 
Pub. Service Corp. supra, 248 US at 
p. 375, PUR1919C at p. 62, it is said: 

“Thus it will be seen that the case 
of the plaintiff in error is narrowed 
to the claim that reasonable rates, 
fixed by a state in an appropriate 
exercise of its police power, are in- 
valid for the reason that, if given ef- 
fect, they will supersede the rates des- 
ignated in the private contract between 
the parties to the suit, entered into 
prior to the making of the order by 
the Railroad Commission. 

“Except for the seriousness with 
which this claim has been asserted and 
is now pursued into this court, the law 
with respect to it would be regarded 
as so settled as not to merit further 
discussion. 

“That private contract rights must 
yield to the public welfare, where the 
latter is appropriately declared and 
defined and the two conflict, has been 
often decided by this court.” 

[3] Plaintiff next contends that it 
is not engaged in the sale of natural 
gas in interstate commerce for resale 
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within the meaning of the Natural Gas 
Act. It is not argued in this connec- 
tion that it does not transport natural 
gas in interstate commerce, but it is 
pointed out that the natural gas as de- 
livered by it is not resold for public 
consumption because both the Illinois 
Iowa Power Company and the Laclede 
Gas Light Company use it as an in- 
gredient of a mixture. It may be ob- 
served in passing that at least some of 
the natural gas purchased by the La- 
clede Company was delivered to its 
consumers in the same state as it was 
when purchased from petitioner. 
Most of the gas, however, purchased 
by either of these companies is mixed 
with a manufactured gas so as to in- 
crease in certain respects the desirabil- 
ity of the gas sold for use by their cus- 
tomers. Their own product is im- 
proved by the admixture of the natu- 
ral gas. Petitioner traces the various 
steps in the processes employed and 
urges that the resulting product has 
only a slight similarity to natural gas; 
that it differs in heating value, chemi- 
cal analysis, specific gravity, and in 
flame characteristics. 

Section 1(b) of the Natural Gas 
Act, 15 USCA § 717(b) recites that, 
“The provisions of this act [chapter] 
shall apply to the transportation of nat- 
ural gas in interstate commerce, to the 
sale in interstate commerce of natural 
gas for resale for ultimate public con- 
sumption for domestic, commercial, 
industrial, or any other use, and to 
natural gas companies engaged in 
such transportation or sale, . 

Section 2(5) defines natural gas as 
“either natural gas unmixed, or any 
mixture of natural and artificial gas.” 

The Commission contends that nat- 
ural gas is a mixture of gases, and 
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that natural gas produced in different 
fields in different localities has equally 
distinctive chemical composition, spe- 
cific gravity and heating value, also, 
that a fractional part (about one- 
third) of the gas as delivered by the 
Illinois Iowa Power Company con- 
tains one-third or more of natural gas, 
and about 12 per cent of the natural 
gas is not broken down nor changed 
in the process or treatment. But be 
that as it may, it seems clear that the 
statute applies not only to the sale of 
natural gas in interstate commerce, 
but to the transportation of natural 
gas, and it specifically applies to “nat- 
ural gas companies engaged in such 
transportation or sale.” Petitioner 
transports natural gas and sells nat- 
ural gas. Natural gas is not only the 


gas as transported and sold, but by 
statutory definition natural gas is any 
mixture of natural and artificial gas, 


and hence, the send-out product as sold 
by the Illinois Iowa Power Company 
and the Laclede Gas Light Company 
is natural gas within the meaning of 
this act. While the natural gas resold 
may not be the same in identical sub- 
stance as that transported, yet Con- 
gress clearly intended to regulate 
transactions such as are here consid- 
ered. It has used language appropri- 
ate to carry out that purpose. To 
construe the statute as contended by 
petitioner would limit it to so restrict- 
eda field of operation as to thwart the 
purpose of Congress and render the 
act impotent. 

[4, 5] It is finally urged that the 
contract price in effect between peti- 
tioners and its customers, Illinois Iowa 
Power Company and Laclede Gas 
Light Company, as of January 1, 1940, 
was a fair and reasonable price, and 
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that the burden of proving that the 
contract price was a reasonable one 
was improperly placed upon petition- 
er. Petitioner insists that it had no 
schedules of rates and charges on file 
with the Commission, and hence, it is 
argued that the act is inapplicable since 
it refers only to “schedules of rates 
and charges,” and not to contracts. 
Petitioner and its two customers are 
not affiliated ; the contracts were made 
as a result of business negotiations 
between parties dealing at arms’ 
length, and hence, it is contended that 
these circumstances must be accepted 
as evidence of the reasonableness of 
the charges, in the absence of any evi- 
dence to the contrary. 

Section 4(e) of the act, 15 USCA 
§ 717c(e) provides that “at any hear- 
ing involving a rate or charge sought 
to be increased, the burden of proof 
to show that the increased rate or 
charge is just and reasonable shall be 
upon the natural gas company.” 

Section 4(c) of the act provides 
that under such rules and regulations 
as the Commission may prescribe, ev- 
ery natural gas company shall file 
with the Commission, within such 
time and in such form as the Commis- 
sion may designate, “schedules show- 
ing all rates and charges for any 
transportation or sale subject to the 
jurisdiction of the Commission, and 
the classifications, practices, and reg- 
ulations affecting such rates and 
charges, together with all contracts 
which in any manner affect or relate 
to such rates, charges, classifications, 
and services.” The Commission ac- 
cepted the contracts with petitioner’s 
customers as schedules within the 
meaning of the statute. This, we 
think, was warranted. Petitioner, 
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however, attempts to give a fixed, un- 
varying technical meaning to the term 
“schedules showing all rates and 
charges for any transportation or 
sale,” and argues that the term con- 
templates a rate or charge which ap- 
plies alike to every potential customer 
of natural gas, but that this was for- 
eign to petitioner’s method of busi- 
ness, as it rarely made the same con- 
tract with any two purchasers. The 
argument furnishes an additional rea- 
son why petitioner’s contracts should 
be within the regulatory scope of the 
act. The regulation of the transport- 
er and the large scale seller in inter- 
state commerce was apparently the 
chief purpose of Congress in enacting 
the law. It appears from the clear pro- 
visions of the act that the permit- 
ted rates are to be subjected to the 
test of a fair investment return on the 
natural gas companies’ property as a 
whole. Protection of the ultimate 
consumer and not the intermediate 
utility was the manifest purpose of 
the act. In Natural Gas Pipeline Co. 
v. Federal Power Commission, supra, 
38 PUR(NS) at p. 267, it was con- 
tended that the reasonableness of the 
rates should be determined not by 
what return it is reasonable to secure 
on the investment, but what it is rea- 
sonable to charge for the service ren- 
dered. In rejecting this contention, 
the court said : 

“They ignore the well-established 
holdings, backed by reason and ex- 
perience, to the effect that a fair rate 
of return, on a fairly established rate 
base, supplies the correct test of rea- 


sonableness. The value of the sery- 
ice to users is neither a reasonable 
rule, nor supported by judicial deci- 
sions.” 

[6, 7] The rate of return not only 
may be, but in a utility case must be, 
the largely determinative factor of 
reasonableness, subject to the qualifi- 
cation that the rate must not be unrea- 
sonable in itself. The value of the 
service to users is neither a reason- 
able rule nor supported by judicial de- 
cisions. In discussing the question 
of the reasonableness of a rate, Mr. 
Chief Justice Hughes, speaking for 
the Supreme Court in Los Angeles 
Gas & E. Corp. v. California R. Com- 
mission, 289 US 287, 77 L ed 1180, 
PUR1933C 229, 240, 53 S Ct 637, 
644, said: “This court has repeated- 
ly held that the basis of calculation is 
the fair value of the property ; that is, 
that what the complainant is entitled 
to demand, in order that it may have 
‘just compensation’ is ‘a fair return 
upon the reasonable value of the prop- 
erty at the time it is being used for 
the public.’ ” 

[8] Petitioner 


produced no evi- 
dence to show the value of its prop- 
erty used and useful in its operations 
for serving its customers under the 


proposed rates and charges. It made 
no proof of operating costs in render- 
ing that service, nor what would con- 
stitute a reasonable rate of return on 
the property so used. In the absence 
of such proof, it cannot be said that 
the petitioner sustained the burden of 
proof imposed upon it. The orders 
appealed from are therefore affirmed. 
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CALIFORNIA RAILROAD COMMISSION 


Re Coast Counties Gas & Electric Company 


[Decision No. 34326, Application No. 24262.] 


Security issues, § 52 — Reimbursement of treasury — Existence of surplus. 
1. The record is not conclusive that a public utility company is entitled 
to have its treasury reimbursed in the amount of expenditures from its 
treasury for capital purposes when its balance sheet shows an earned sur- 


plus, p. 223. 


Accounting, § 30 — Premium received on sale of bonds. 
2. A proposal to credit to Unamortized Premium on Debt account the 
premium which a company would receive upon the sale of bonds, less 
expenses of sale, and thereafter to amortize such amount over the life 
of the bonds by credits to an Amortization of Premium on Debt Credit ac- 


count was approved, p. 223. 


Accounting, § 30 — Premium paid in redeeming bonds. 
3. No objection was found to a proposal to charge to Unamortized Dis- 
count and Expense the premium a company would pay in redeeming its 
4 per cent outstanding bonds and thereafter to amortize such sum on 
or before their maturity date, or, in the alternative, to charge such sum 
to surplus forthwith, or a portion thereof, equal to estimated tax savings 
less duplicate interest, where 34 per cent bonds were to be issued, p. 


224. 


[June 24, 1941.] 


PPLICATION for authority to issue first mortgage bonds, to 
A sell such bonds, and to execute a trust indenture; granted 
subject to terms and conditions. 


APPEARANCES: Pillsbury, Madison 
and Sutro, by Felix T. Smith and M. 
D. L. Fuller, for applicant. 


By the Commission: In this pro- 
ceeding, the Railroad Commission is 
asked to enter its order authorizing 
Coast Counties Gas and Electric Com- 
pany, hereinafter sometimes referred 
to as applicant, to issue and sell $3,- 
500,000 of its first mortgage bonds, 
34% series due in 1971, for the pur- 
poses hereinafter stated, to execute a 
trust indenture to secure the payment 
of its bonds, and to amortize debt dis- 
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count, expense, and premium over a 
period subsequent to the date of re- 
demption of its outstanding bonds. 
Applicant is a California corpora- 
tion engaged as a public utility in dis- 
tributing natural gas, butane gas, elec- 
tricity, and water in California. For 
the year 1940, its operating revenues 
are reported at $3,454,679.83, segre- 
gated as follows: 
$1,667,697.32 


1,736,128.68 
50,853.83 


Electric revenues 

Gas revenues 

Water revenues 
Applicant’s total operating expenses 
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for all departments, including depreci- 
ation and taxes, are reported at $2,- 
775,743.74, and its net income from 
operations at $678,936.09. Adding to 
the latter amount its other income of 
$1,630.82, results in a gross corporate 
income of $680,566.91 which is the 
amount applicant had available for the 
payment of interest, amortization of 
debt discount and expense, payment of 
preferred and common stock divi- 
dends, and accretions to its earned sur- 
plus. 

As of April 30, 1941, applicant’s 
balance sheet shows assets and liabili- 
ties as follows: 


Assets 
Fixed Assets: 
Utility Property Plant and 
Equipment 
Intangibles and Franchises .. 
Organization Expense 196,900.69 
Construction Work in Progress 208,406.35 


.. $13,843,953.97 


$13,305,836.27 
132,810.66 


Total Fixed Assets .. 


Investment and Fund Accounts: 
Other Physical Property .... 
Other Investments 


$14,036.19 
10,745.59 


Total Investment and 
Fund Accounts $24,781.78 


Current and Accrued Assets: 

CoS ee eee are se aor $233,576.29 
Special Deposits ae 8,136.96 
Working Fund ......00. 5,965.00 
Notes Receivable 307.49 
Accounts Receivable—Trade . 362,133.47 
Accounts Receivable—Other . 6,986.86 
Receivables from Associated 

Companies 240.07 
Materials and Supplies 252,970.70 
Prepaid Taxes es 39,722.79 
Prepaid Insurance .... 16,670.59 
Prepaid Expense 503.39 


Total Current and Ac- 
crued Assets 


Deferred Debits: 
Unamortized Debt Discount 

and Expense 
Extraordinary Property Losses 
Clearing Accounts 1,608.30 
Retirement Work in Progress 10,019.87 


Total Deferred Debits .. $384,762.86 
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$927,213.61 


$259,788.82 
113,345.87 


Capital Stock Discount and Expense: 
Capital Stock Expense (5% 
First Preferred) 


Reacquired Securities: 
Reacquired Long Term Debt .. $20,000.00 


Total Assets °$15,224,627.60 
Liabilities 
Capital Stock: 
5% First Preferred—Cumula- 
lative 
Common 


$3,750,000.00 
3,620,000.00 


$7,370,000.00 


Total Capital Stock 


Long Term Debt: 
First Mortgage 4% Series 
“B” Bonds 1965 $4,000,000.00 
Less Issued But Not Sold ... _1,000,000.00 


Total Long Term Debt .. $3,000,000.00 


Current and Accrued Liabilities: 

Accounts Payable 

Payable to Associated Compa- 
nies 

Customers’ Deposits 

Taxes Accrued 

Interest Accrued 

Other Current and Accrued 
Liabilities 

Accrued Payroll ........ aaa 


$61,537.14 


54,504.85 
33,446.50 
238,248.49 
19,866.67 


48,411.51 
22,704.28 


Total Current and 
Acrued Liabilities ... 


Deferred Credits: 
Customers’ Advances for Con- 
struction 
Other Deferred Credits ..... 


. $478,719.44 
$56,729.41 
448,83 


$57,178.24 


Reserves: 
Depreciation 
Uncollectible Accounts 
Injuries and Damages 
Employees’ Provident Reserve 
Other Reserves 


$3,753,909.41 
11,163.06 
38,019.32 
33,631.10 
23,437.50 


$3,860,160.39 


Contribution in Aid of Construc- 
$26,977.53 


. 431,592.00 
$15,224,627.60 


Earned Surplus 
Total Liabilities 
Applicant has outstanding in the 
hands of the public, $2,980,000 first 
mortgage 4 per cent bonds. These 
bonds are dated September 1, 1935, 
and mature September 1, 1965. In 
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the trust indenture securing the pay- 
ment of the bonds, applicant reserves 
the right to redeem said bonds upon 
sixty days’ notice, in whole or in part, 
prior to their maturity. Applicant 
has concluded to redeem said first 
mortgage 4 per cent bonds on Septem- 
ber 1, 1941. In doing so, it must pay 
the principal thereof, the accrued in- 
terest, and a premium of 6 per cent 
of the principal amount of the bonds. 

To obtain funds to effect the re- 
demption of its outstanding 4 per cent 
bonds and to reimburse its treasury 
and pay expenses incident to the issue 
of new bonds, applicant asks permis- 
sion to issue and sell at 1042 per cent 
of their face value and accrued in- 
terest, $3,500,000 of first mortgage 
bonds, 34 per cent series due 1971. 
The $3,500,000 of bonds will be sold 
privately. One million five hundred 
thousand dollars of said bonds will 


be acquired by the John Hancock 
Mutual Life Insurance Company and 
$2,000,000 by The Mutual Life In- 
surance Company of New York. Ap- 
plicant will realize from the sale of 


said bonds, $3,666,250. It proposes 
to use these proceeds for the follow- 
ing purposes : 


$2,980,000 


To pay outstanding 4% bonds 
pd . 178,800 


0 pay premium on said 4% bonds 
To pay expenses incident to the is- 
sue of said 34% bonds 31,580 
To reimburse applicant’s treasury 475,870 
[1] In Exhibit “D,” applicant re- 
ports that it has expended from its 
treasury for capital purposes the sum 
of $484,744.36. However, its balance 
sheet shows an earned surplus of 
$431,592. The record is not conclu- 
sive that applicant is entitled to have 
its treasury reimbursed in the amount 
of $484,744.36. But the testimony 


shows that applicant is in need of 
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funds to carry forward its 1941 con- 
struction program as outlined general- 
ly in its Exhibit 3 and that the increase 
in its bonded indebtedness from $2,- 
980,000 to $3,500,000 is justified. 

[2] As indicated, applicant has 
agreed to sell its 34 per cent bonds at 
104% per cent of their face value plus 
accrued interest. It proposes to cred- 
it to balance sheet Account 240, Un- 
amortized Premium on Debt, the 
premium which it will receive upon the 
sale of said bonds, amounting to 
$166,250, less the expenses incident 
to issue and sale of said bonds, which 
are estimated at $31,580, and there- 
after to amortize such amount over 
the life of the 34 per cent bonds by 
credits to income Account 532, Amor- 
tization of Premium on Debt Credit. 
This procedure is satisfactory to the 
Commission. 

The testimony shows that as of 
April 30, 1941, applicant’s unamor- 
tized debt discount and expense was 
carried on its balance sheet at $259,- 
788.82. To this amount it proposes 
to add the premium of $178,800 which 
it will have to pay upon the redemption 
of its 4 per cent bonds. It proposes 
to deduct from this total, forthwith, 
an amount equivalent to the savings 
in income taxes it will enjoy as a re- 
sult of its proposed refinancing, less an 
amount equivalent to its duplicate in- 
terest charges, and thereafter to amor- 
tize the balance on or before Septem- 
ber 1, 1965, the maturity date of its 
4 per cent bonds, by charges to in- 
come Account 531, Amortization of 
Debt Discount and Expense. 

It is of record that the duplicate 
interest will be charged to income Ac- 
count 530, Interest on Long-term 
Debt. Obviously, only income taxes 
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that applicant must pay should be 
charged to income Account 507, 
Taxes. 

[3] We have no objection if appli- 
cant, for accounting convenience, 
charges to Unamortized Debt Dis- 
count and Expense the premium it will 
be called upon to pay in order to re- 
deem its outstanding 4 per cent bonds, 
and if it thereafter amortizes such 
sum, together with the remaining un- 
amortized debt discount and expense 
now on its books, on or before Septem- 
ber 1, 1965, or if it charges to surplus 
forthwith such sum, or a portion there- 
of, equal in amount to its estimated 
tax savings less duplicate interest. We 
reserve the right to determine, here- 
after, if the charges to Unamortized 
Debt Discount and Expense pertain- 
ing to the 4 per cent bonds are proper- 
ly includible in the cost of money ob- 


tained through the issue of the new 34 
per cent bonds. 

Applicant asks permission to exe- 
cute a first mortgage indenture sub- 
stantially in the same form as the first 
mortgage indenture filed in this pro- 


ceeding as Exhibit “C.” We have 
reviewed this indenture and will au- 
thorize its execution subject to the 
provisions of the following order: 


ORDER 


A public hearing having been held 
on the above entitled application before 
Examiner Fankhauser and the Com- 
mission having considered the evidence 
submitted at such hearing and it being 
of the opinion that the money, prop- 
erty, or labor to be procured or paid 
for by the issue of said $3,500,000 of 
first mortgage bonds, 34 per cent series 
due in 1971, by Coast Counties Gas 
and Electric Company is reasonably re- 
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quired by said Coast Counties Gas and 
Electric Company for the purposes 
herein stated, that the expenditures for 
said purposes, except the payment of 
expenses incident to the issue of said 
bonds, are not, in whole or in part, rea- 
sonably chargeable to operating ex- 
penses or to income, and that this ap- 
plication should be granted, as pro- 
vided in this order, therefore, 

It is hereby ordered as follows: 

1. Coast Counties Gas and Electric 
Company, may, after the effective date 
hereof and prior to October 1, 1941, 
execute a first mortgage indenture sub- 
stantially in the same form as the first 
mortgage indenture filed in this pro- 
ceeding as Exhibit “C,” provided that 
the authority herein granted to execute 
said first mortgage indenture is for the 
purpose of this proceeding only, and 
is granted only in so far as this Com- 
mission has jurisdiction under the 
terms of the Public Utilities Act and 
is not intended as an approval of said 
first mortgage indenture as to such 
other legal requirements to which said 
first mortgage indenture may be sub- 
ject, and, provided further, that said 
authority does not relieve Coast Coun- 
ties Gas and Electric Company from 
the obligation of keeping its books and 
accounting records in the manner pre- 
scribed by the Railroad Commission 
nor from the obligation of filing with 
the Railroad Commission applications 
for permission to issue bonds in addi- 
tion to those herein authorized to be 
issued. 

2. Coast Counties Gas and Electric 
Company may, after the effective date 
hereof and prior to October 1, 1941, 
issue and sell at not less than 104% per 
cent of the principal amount thereof 
plus accrued interest, $3,500,000 of 
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first mortgage bonds, 34 per cent series 
due in 1971. 

3. Coast Counties Gas and Electric 
Company shall use the proceeds real- 
ized from the issue and sale of said 
$3,500,000 of first mortgage bonds, 
34 per cent series due in 1971, to pay 
and discharge its outstanding $2,980,- 
000 of first mortgage 4 per cent bonds ; 
to pay expenses incident to the issue 
of said $3,500,000 of first mortgage 
bonds, 34 per cent series due in 1971; 
to reimburse its treasury on account 
of income expended for additions and 
betterments to its properties and to 
finance construction expenditures set 
forth in Exhibit 3 filed in this proceed- 
ing. 

4, Within thirty days after the exe- 
cution of said first mortgage indenture 
herein authorized to be executed, Coast 
Counties Gas and Electric Company 
shall file with the Railroad Commis- 
sion two certified copies of said first 
mortgage indenture. 


5. Coast Counties Gas and Electric’ 


Company shall file with the Railroad 
Commission reports in compliance 
with the Commission’s General Order 
No. 24-A, which order, in so far as 
applicable, is made a part of this order. 


6. Coast Counties Gas and Electric 
Company shall file with the Railroad 
Commission, on or before November 
1, 1941, a statement showing in de- 
tail its expenses incident to the issue 
and sale of said $3,500,000 of first 
mortgage bonds, 34 per cent series due 
in 1971. 

7. The authority herein granted 
will become effective when Coast 
Counties Gas and Electric Company 
has paid the fee prescribed by § 57 of 
the Public Utilities Act, which fee is 
$520. 

It is hereby further ordered that 
Decision No. 30269, dated October 25, 
1937, 21 PUR(NS) 324, as amended 
by Decision No. 30339, dated Novem- 
ber 15, 1937, is hereby modified so as 
to permit Coast Counties Gas and 
Electric Company to amortize, on or 
before September 1, 1965, the bond 
discount, expense, and premium re- 
ferred to in the foregoing opinion, 
provided, that the Commission reserves 
the right to determine hereafter wheth- 
er the charges necessary to amortize 
said discount, expense, and premium 
should be included in the cost of money 
to said Coast Counties Gas and Elec- 
tric Company. 





NEW YORK DEPARTMENT OF PUBLIC SERVICE, STATE 
DIVISION, PUBLIC SERVICE COMMISSION 


Re International Railway Company 


[Case 10419.] 


Intercorporate relations, § 17 — Management contract — Cost of service. 
1. The cost of services rendered under contract by a management corpora- 
tion to a transportation company is not shown, nor is the reasonableness of 
charges under the contract proven, when the utility company pays the 


[15] 
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management corporation at a specified hourly rate as being the “cost” of 
the services of the principals of the corporation, while the net amount of 
money received from the operating company is divided equally between 
the principals, p. 239. 


Expenses, § 84 — Payment for management — Burden of proof. 


2. A charge to a transportation company under a management contract 
based upon an hourly charge for the services of the principals in the 
management corporation, which exerts a controlling influence, must be held 
to be unreasonable, unnecessary, and contrary to public interest when the 
operating company utterly fails to meet the burden of proof placed upon 
it by law to show reasonableness, p. 245. 


Intercorporate relations, § 17 — Management contract — Public interest. 


3. A management contract under which persons in control of an operating 
company are employed to manage the property is not in the public interests 
when the operating company has an adequate and efficient organization 
capable of managing its own business; the charge for service billed to the 
operating company is not the cost to the management organization, and 
is not shown to be the reasonable cost of performing service; the man- 
agement company dominates the board of directors and can perpetuate it- 
self and continue to increase fees for services; and under such manage- 
ment the property has seriously deteriorated, little substantial improvement 
in revenue has been made since the depression low, business is conducted at 
an annual loss, a deficit in surplus has accumulated, liabilities have accrued, 
sufficient depreciation reserve has not been accrued, annual depreciation 
allowance is insufficient to correct the situation, and generally the financial 
structure of the company has reached a serious condition, p. 247. 


[July 25, 1941. Rehearing denied September 10, 1941.] 


ROCEEDING on motion of Commission as to regulation, prac- 

P sive, equipment, appliances, and service of a transportation 

company; management contract disapproved and cancellation 
thereof ordered. 


¥ 


APPEARANCES: Gay H. Brown, 
Counsel, and Laurence J. Olmsted, 
Assistant Counsel, for the Public Serv- 
ice Commission; Franchot, Runals, 
Cohen, Taylor & Rickert, by Clar- 


Report on Mitten Contract 


Burritt, Commissioner : 


History of the Proceeding 


ence R. Runals, Niagara Falls, and 
James C. Sweeney, General Counsel, 
Buffalo, for International Railway 
Company; Edward J. Sullivan, Cor- 
poration Counsel, by Fred C. Ma- 
loney, Assistant Corporation Counsel, 
for city of Buffalo; Ethan Allen 
Judd, Buffalo, for United Taxpayers’ 
League of Buffalo. 
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This proceeding, entered into by or- 
der of March 4, 1941, is a comprehen- 
sive investigation of the regulations, 
practices, property, equipment, and 
appliances of the International Rail- 
way Company (hereinafter called 
“LR.C.”). The investigation includes, 
among other things, the following: 
Safety and adequacy of service; “as 
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to whether any management, construc- 
tion, engineering, or similar contract 
entered into by said company, is un- 
just, unreasonable, improper, and 
whether the consideration to be paid 
under such contract is unjust or unrea- 
sonable or exceeds the reasonable cost 
of performing such service, and if so 
determined to take such action as is 
determined to be necessary and prop- 
er; as to whether methods of account- 
ing and entries in accounts are proper ; 
and as to whether any act or thing has 
been done or omitted to be done by 
said company in violation of any pro- 
vision of law or any order of the Com- 
mission.” 

Pursuant to this order of the Com- 
mission investigations have been made 
and are continuing. To date, eleven 
days of hearings have been held at 
Buffalo on March 7th, March 27th, 
April 21st and 22nd, May 19th and 
20th, June 17th, 18th, and 30th, and 
July lst and 2nd. At these hearings 
1,632 pages of testimony and 35 ex- 
hibits have been received. 

The I.R.C. has a management con- 
tract with Mitten Management, Inc. 
(a New Jersey corporation, herein- 
after called ““MiTTEN”’) having offices 
at Philadelphia, Pa. Under this con- 
tract it is agreed that Mitten “shall 
have complete charge and supervision 
of said business, systems, and proper- 
ties, subject to supervision and direc- 
tion of the board of directors of 
LR.C.” In view of these facts it was 
deemed advisable to investigate this 
contract, cost of service under it, and 
its effects on or results to IL.R.C. The 
discussion and recommendations in 
this report relate to the MITTEN con- 
tract; other matters referred to in the 
order will be reported upon later. 
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The company was advised of this 
determination and afforded full oppor- 
tunity to justify the MiTTEN contract 
and its cost. Near the close of these 
hearings on June 18, 1941, the com- 
pany was further advised to complete 
its proof on this phase of the investi- 
gation and that I intended to report 
the evidence on the contract to the 
Commission. For this purpose, fur- 
ther hearings were set for June 30, 
July 1, and July 2, 1941. On July 2nd, 
I.R.C. counsel stated that he had com- 
pleted his evidence on the contract and 
rested his case. 

On behalf of I.R.C., its counsel 
presented testimony by each of the 
four MITTEN principals, by its presi- 
dent and others to support the con- 
tract. Each was extensively cross-ex- 
amined by counsel for the Commis- 
sion. The Commission’s staff also 
made a full investigation on the facts 
bearing on the contract and presented 
testimony on the cost of services ren- 
dered, the adequacy of the I.R.C. staff, 
the character of the service rendered 
the public and other material evidence. 


The Contract with Mitten 


The existing contract between I.R.C. 
and MITTEN was entered into as of 
January 1, 1939, and filed with the 
Commission on January 24, 1939. 

The statute (§ 110, par. 3) pro- 
vides : 

“3. No management, construction, 
engineering, or similar contract, here- 
after made, with any affiliated inter- 
est, as hereinbefore defined, shall be 
effective unless it shall first have been 
filed with the Commission, and no 
charge for any such management, con- 
struction, engineering, or similar serv- 
ice, whether made pursuant to contract 


40 PUR(NS) 





NEW YORK DEPARTMENT OF PUBLIC SERVICE 


or otherwise, shall exceed the reason- 
able cost of performing such service. 
In any proceeding to determine the 
reasonable cost of such charge or serv- 
ice the burden of proof shall be on the 
company. If it be found that any 
such contract is not in the public in- 
terest, the Commission, after investi- 
gation and a hearing, is hereby author- 
ized to disapprove such contract.” 
(Laws 1934, Chap. 279. Eff. April 
24, 1934.) 

The contract purports to be at cost 
for the time, traveling and expenses 
of each of the MITTEN principals. 

Paragraph 1 of the contract reads 
as follows: 

“1. I.R.C. agrees to employ and ap- 
point and hereby employs and appoints 
MANAGEMENT as manager of I.R.C.’s 
business, system, and properties, in- 
cluding all and singular its street rail- 
road lines, motor bus lines, bridges 
and other properties, and MANAGE- 
MENT agrees to accept and hereby ac- 
cepts said employment, it being under- 
stood and agreed that on and after 
January 1, 1939, MANAGEMENT shall 
have complete charge and supervision 
of said business, system, and proper- 
ties, subject to the supervision and di- 
rection of the board of directors of 
I.R.C. and also subject to such lawful 
regulation as shall be exercised over 
I.R.C., its business, system, and prop- 
erties, by the state of New York, or 
by any other public or governmental 
authority in the exercise of its lawful 
power and jurisdiction.” 


Nature of the services. 

The services which MITTEN agrees 
to furnish include, among other 
things, assistance, advice, and super- 
vision to I.R.C. as outlined in four 
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pages of the contract in the following 
matters : 

Protecting and securing reasonable 
return on the investment in I.R.C. 
properties; devising, developing, and 
improving methods of efficient and 
economical operation, accounting, and 
general administration; improving 
methods, practices, and maintenance 
of operation of physical property; the 
location, construction, and designing 
of buildings, tracks, roadways, bridges, 
etc. ; making traffic studies and sched- 
ules, and promoting riding; formulat- 
ing, improving, and executing finan- 
cial policies; devising improvements 
in policies and practice of insurance; 
appraisal, purchasing, and sale of 
properties; consolidations or mergers, 
including preparation of legal docu- 
ments; selecting employees and devel- 
oping labor policies and promoting 
efficiency and codperation among em- 
ployees; devising and developing life 
insurance and other employee benefits; 
promoting satisfactory relations with 
the public; negotiations with public 
and governmental authorities; super- 
vising the preparation and filing of 
annual and other periodic or special 
reports required to be made by I.R.C. 
to governmental authorities ; rendering 
other services not specifically enume- 
rated, all “to the end that I.R.C. may 
render efficient and adequate service 
to the public at reasonable rates.” 

Testimony was offered by each of 
the four MirTeN principals and by 
Mr. Yungbluth, president of LR.C., 
purporting to show how MITTEN 
served I.R.C. in accordance with the 
terms of the contract discussed above. 
This testimony will be discussed 
later. 
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Payment for services. 

For the above services I.R.C. agrees 
(paragraph 3) to pay to MITTEN: 

Twenty dollars per hour for the 
time of each principal of MITTEN 
which shall be devoted to the business 
and affairs of I.R.C., and which is al- 
leged to be the cost of these services. 
The principals to whom these rates ap- 
ply are set forth in the contract as: 

Dr. Arthur A. Mitten, Joseph A. 
Queeney, William K. Myers, and 
Coleman J. Joyce? 

All the time of employees and as- 
sistants of MitTEN other than office 
employees, devoted to I.R.C. affairs, 
at rates paid by MitTTEN plus travel 
and other incidental expenses. 

Such proportion of MITTEN’s office 
expense (at Philadelphia, Pa.) as the 
total amount of time which shall be 
devoted by principals to the business 
and affairs of I.R.C. bears to the total 
amount of time devoted by them to all 
corporations and business. 
cludes the wages of office employees 
and expenses incurred for rent, light, 
heat, and telephone. Since I.R.C. is 
MitTEN’s only client at the present 
time, IL.R.C. pays 100 per cent of this 
office expense. 

The time of principals, employees, 
and assistants of MITTEN in traveling 
in connection with I.R.C. business dur- 
ing the usual business hours in all cir- 
cumstances reasonably requiring such 
travel, but not outside such business 
hours. 

MirTEN is required, under the terms 
of the contract, to furnish I.R.C., on 
or before the 10th day of each month, 
a statement or statements as specified 

1Mr. Joyce died suddenly June 6, 1941. He 


had previously testified and been cross-exam- 
ined in this proceeding. 





This in-' 


by I.R.C. showing the amount of time 
devoted by each principal of MiTTEN 
in the last preceding month to the busi- 
ness and affairs of I.R.C. MITTEN is 
further required to furnish I.R.C. 
such receipts and vouchers as I.R.C. 
shall specify and require, showing the 
amounts for traveling and other inci- 
dental expenses of principals, employ- 
ees, and assistants of MITTEN incurred 
in connection with the business and 
affairs of I.R.C. 

I.R.C. is rendered statements and 
pays monthly for the above services 
and expenses upon the bases outlined. 

The contract is terminable on nine- 
ty days’ notice by either party. 

The amounts billed I.R.C. for prin- 
cipals’ service are paid to MITTEN and 
the testimony of the MITTEN princi- 
pals is that the net amount received 
from I.R.C. is then divided equally so 
that each principal receives the same 
salary regardless of the number of 
hours which he may have worked on 
I.R.C. business. In this connection 
Mr. Rausch testified that the MITTEN 
books show that Dr. Mitten received 
a smaller salary than the other three 
principals. This will be discussed 
later. 


The Mitten Organization 


Mitten Management, Inc., is a New 
Jersey corporation, formed in 1931. 
It succeeded and took the place of Mit- 
ten Management, Inc., a Delaware 
corporation, organized in 1922. None 
of the common stock of the Delaware 
corporation was owned by Joyce, My- 


ers or Queeney. In 1931 the officers 
of the two corporations were the 
same. The New Jersey corporation 
did not take over any assets or liabili- 
ties of the Delaware corporation which 
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was dissolved, except the contract to 
manage I.R.C. The present (New 
Jersey) corporation is a stock corpo- 
ration of $10,000 of common capital 
stock, one-fourth of which is owned 
by each of the four principals of Mir- 
TEN. The offices of Mitten Manage- 
ment, Inc., are in the Mitten building 
at Philadelphia, Pa. 

The Mitten Management organiza- 
tion consists of four principals named 
above and an office secretary, who is 
also treasurer, and who receives a sal- 
ary of $200 a month (increased from 
$100 per month in 1938). A Mr. Wil- 
liam C. Lloyd, who is employed by the 
Philadelphia Transportation Company 
as Dr. Mitten’s private secretary, also 
acts as secretary of MITTEN but is not 
on the payroll. 

The stock of MITTEN is entirely 
owned by the four principals; five 
shares each. Work is done for no oth- 
er company than I.R.C. 

The offices of MitTTEN consist of 
three offices and a reception room. 
The Mitten building in which they are 
located is a 20-story structure, about 
100 feet by 400 feet, and is owned by 
the Transit Investment Corporation, 
which, in turn, is owned about equally 
by the public and by Wage Fund of 
Philadelphia Rapid Transit Company, 
now Philadelphia Transportation 
Company. Dr. A. A. Mitten is chair- 
man of the board, a director of Trans- 
it Investment Corporation, and is also 
a director of Philadelphia Transporta- 
tion Company. 

The only testimony in the record 
concerning the Mitten Bank and Trust 
Company is to the effect that Mr. My- 
ers, one of the MITTEN principals was 
president of that institution for ten 
years, and that a tie line was installed 


40 PUR(NS) 


between the Mitten Bank and Trust 
Company and the Mitten Management 
offices so that calls coming into the 
Mitten Bank could be given to Mr, 
Myers through this line. 

The Mitten Bank Securities Corpo- 
ration was organized by Mr. T. E, 
Mitten, father of Dr. Mitten of Mit- 
ten Management, in 1926 or 1927, 
The name was changed about three 
years ago to Transit Investment Cor- 
poration. Mr. Myers was also presi- 
dent of this organization. 

The Wage Fund of the Philadelphia 
Rapid Transit Company was organ- 
ized about 1922 by the employees of 
that company. Mr. T. E. Mitten “of- 
fered a 10 per cent wage bonus for 
performance over and above the divi- 
dend on the company’s common stock, 
that money to be kept in one pot and 
to be used to purchase the property 
which they were operating, and other 
Mitten managed properties.” 

Dr. Mitten, in his testimony stated 
that the employee investment in the 
stock of the Philadelphia Rapid Trans- 
it Company was in 1926 approaching 
a point where control of the stock was 
in view. He stated: . 

“Mitten Bank Securities Corpora- 
tion was formed in order that a funda- 
mental policy might be carried out, 
that is, the men to own one-third of 
the property, MANAGEMENT to own 


, one-third of the property, and the pub- 


lic the other one-third so the public 
would always be able to sit in the driv- 
er’s seat if there was any difference 
between MANAGEMENT and the men.” 

Mitten Bank Securities Corpora- 
tion originally invested in I.R.C. se- 
curities around 1931 and the Wage 
Fund first invested in I.R.C. securities 
about 1932. 
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Mitten Bank Securities Corporation 
and its successor, Transit Investment 
Corporation, are shown in the annu- 
al reports to the Public Service Com- 
mission as holding over 52,000 vot- 


ing trust certificates of I.R.C. 


The Railway Corporation 


I.R.C. was formed in February, 
1902, under the laws of the state of 
New York, by consolidation of the 
various street railways serving Buf- 
falo and vicinity. On June 1, 1935, 
International Bus Corporation, a sub- 
sidiary, was merged into I.R.C. 

I.R.C. provides transportation by 
means of street railroad lines and mo- 
tor bus lines in the city of Buffalo, 
Erie county, and elsewhere in the coun- 
ties of Erie and Niagara. It owns 
and operates the Lewiston-Queens- 
ton toll bridge and also formerly op- 


erated a toll bridge at Niagara Falls, 
and a rail line to Canada. The bridge 
at Niagara Falls fell into the Niagara 
river on January 27, 1938, and the 
company’s rights in the bridge site 
have since been sold. The operation 
of the rail line in Canada was discon- 
tinued September 11, 1932, and the 
property sold. 

There follows a condensed compara- 
tive balance sheet of I.R.C. for the 
years 1921, 1925, 1930, 1935, and 
1940. No analyses or adjustments of 
this balance sheet are presented now, 
as these will be considered in a later 
report to the Commission. The pur- 
pose of presenting this balance sheet 
at this time is solely to assist in visu- 
alizing the size and character of the 
company’s business, and some of the 
changes which it indicates have taken 
place during the last twenty years. 


TABLE I 


CoMPARATIVE BALANCE SHEET OF INTERNATIONAL RAILWAY COMPANY 
AND Its SussipIARY INTERNATIONAL Bus CoRPORATION 
FOR YEARS 1921, 1925, 1930, 1935, anv 1940 


December 31, December 31, December 31, December 31, December 31, 
1921 1925 1930 1935 1940 
ASSETS 


Road and Equipment— 
Rail $43,909,602.07 $41,820,446.94 $31,752,638.90 $26,340,605.81 $16,979,339.41 


Operating Property— 
257,341.68  1,017,708.92  1,407,000.96  3,277,179.47 


Omnibus 
Miscellaneous 

217,610.13 138,620.66 415,242.95 529,046.30  2,259,804.17 
166,996.29 212,681.07 60,953.94 76,723.53 6,351.41 


FP ag a 
Total Investments $44,294,208.49 $42,429,090.35 $33,246,544.71 $28,353,376.60 $22,522,674.46 
1,709,607.58  1,275,028.94  1,080,584.23 1,007,080.76 —1,000,720.81 
1,982,293.44  7,623,539.21 3,075,836.11 — 3,079,053.86 769,371.06 
$47,986,109.51 $51,327,658.50 $37,402,965.05 $32,439,511.22 $24,292,766.33 








Current Assets 





Unadjusted Debits ... 





Grand Total 


<oeeinans 
Capital Stock 
“ Pons ah 167,0 
me: $100 par 
7 pfd.—16,097 
a s. $100 par .... 
No par value common 


167,075 shs. 
Total 


$ 1,609,700.00 $ 1,609,700.00 $ 1,609,700.00 
*2,194,851.29  2,194,851.29 2,194,851.29 


seccceccess $16,707,500.00 $16,707,500.00 $ 3,804,551.29 $ 3,804,551.29 $ 3,804,551.29 
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December 31, December 31, December 31, December 31, December 31, 


1921 1925 


Long-term Debt 


26,884,782.00 25,628,282.00 22,537,282.00 19,203,600.00 


1930 1935 1940 


16,338,200.00 





Current Liabilities .. 735,265.40 


2,101,624.70 


748,722.74 835,697.99 874,332.77 





Deferred Liabilities . 17,193.73 


120,149.58 


26,897.93 19,797.17 4,925.16 





Unadjusted Credits : 
Accrued D 
Rail 
Omnibus 
Misc. Physical 
Property 
Other Unadjusted 


Credits 1,612,299.59 


3,736,165.65 
86,054.56 


1,162,266.56 


5,028,627.49 
602,513.29 


3,590,249.61 
876,384.76 


1,594,838.80 
1,777,022.58 


371,741.17 
549,431.87 


1,280,762.21 830,523.03 





$ 3,217,072.04 $ 4,984,486.77 $ 6,911,902.99 $ 5,297,157.40 $ 4,293,034.42 





Corporate Surplus .... 424,296.34 


1,785,615.45 


3,373,608.10  3,278,707.37 1,022.277.31 





Grand Total 


$47,986,109.51 $51,327,658.50 $37,402,965.05 $32,439,511.22 $24,292,766,33 


* Changed from par to no par Feb. 23, 1928. 


+ Red figure. 


Company’s Notes To ForEGOING BALANCE SHEET 
(From Annual Report) 


Note (A)—The following items are not reflected in the above balance sheet: 
Interest on long-term debt of 2% per annum for period May 1, 1938 to Dec. 31, 
1940, on I.R.C. refunding and improvement bonds, being the difference be- 


tween 3% per annum and 5% per annum as provided for by the mortgage .. 


$846,570.67 


Sinking-fund payment not paid, as provided for by I.R.C. refunding and im- 


provement mortgage (as of Dec. 31, 1940) 


$3,552,725.27 


Dividends on 7% cumulative preferred stock not charged to income or surplus 
which must be paid before common stockholders are entitled to share in dis- 


tribution of surplus (for period July 1, 1931 to Dec. 31, 1940) 


$1,070,450.50 


Note (B)—Other unadjusted debits for year ending Dec. 31, 1925 include “Un- 
amortized Strike Suspense” in the amount of $6,011,621.29. 

Note (C)—lInternational Bus Corporation was incorporated August 13, 1923, 
and merged with International Railway Company May 31, 1935. 


Board of directors. 

Dr. A. A. Mitten, J. A. Queeney, 
W. K. Myers, and C. J. Joyce, are the 
four MITTEN principals. 

Mr. B. J. Yungbluth was brought 
to I.R.C. by Mitten in December, 
1924, and was its vice president in 
charge of operations in 1925. He be- 
came president on January 1, 1926, 
and has held that position ever since. 
He was also resident manager of Mir- 
TEN from 1926 to the end of the life 
of the first contract between I.R.C. 
and Mirren, that is, until January 1, 
1939. Mr. Yungbluth had been em- 
ployed by Mitten Management, Inc. 
(the Delaware corporation) for at 
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least four years before he was brought 


to I.R.C. about 1926. While em- 
ployed by Mitten he had been han- 
dling the materials and supplies and 
purchasing for that corporation. As 
president of I.R.C. he now receives a 
salary of $20,880 per year. 

Mr. C. A. Weber was brought to 
I.R.C. by Mitten about 1926. Mr. 
Weber had been with Mr. T. E. Mit- 
ten in Chicago and in Philadelphia be- 
fore he was sent to I.R.C. Mr. Mitten 
went to Philadelphia about 1912 and 
Mr. Weber followed shortly there- 
after. He started as secretary to Mr. 
Mitten and afterwards took on more 
responsible duties. He was brought 
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to I.R.C. as secretary and treasurer of 
the company and has held such posi- 
tion ever since. His salary as secre- 
tary and treasurer is $13,560 per year. 

Mr. L. Spraggon was chosen by 
MITTEN to go to Buffalo as an em- 
ployee of I.R.C. and has been there 
since 1926. He was not, so far as 
Mr. Myers knew, a former employee 
of MitTEN but was chosen by Mr. 
Queeney, one of the MITTEN princi- 
pals. Mr. Spraggon’s present salary 
from I.R.C. is $9,420 per year. 

Mr. G. W. Fugitt was brought to 
ILR.C. by Mitten about the time Mr. 
Yungbluth came. He also had worked 
under Dr. Mitten as an employee of 
MITTEN prior to his connection with 
I.R.C. He came to I.R.C. in charge 
of employee relations and has held 
that position ever since. At the pres- 


ent time he receives a salary from 


ILR.C. of $9,420 per year. 

It therefore appears that of the 
nine directors of I.R.C. four are MirT- 
TEN principals and four, who are of- 
ficials of I.R.C., were brought to 
ILR.C. by Mitten. 

The one remaining director, Mr. 
Emil Richter, was the former secre- 
tary of the late Nelson Robinson. He 
now represents Mr. Robinson’s wife 
who is a large holder of stocks and 
bonds of ILR.C. He is one of the vot- 
ing trustees under each of the three 
voting trust agreements. Mr. Myers 
testified that Mr. Richter had no re- 
lation to MitTEN. Mr. Richter is not 
employed by I.R.C. and the only com- 
pensation which he receives from I.R.C. 
is $500 per year as a voting trustee. 

In addition to his salary each of the 
directors receives $20 for each direc- 
tors’ meeting attended, there being 
about seven meetings per year. 
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The executive committee. 

The executive committee is desig- 
nated by the board of directors and 
consists of: Dr. A. A. Mitten, J. A. 
Queeney, chairman; W. K. Myers, 
and B. J. Yungbluth. Thus, the ex- 
ecutive committee is composed of 
three MITTEN principals and Mr. B. 
J. Yungbluth, president of LR.C., 
who was resident manager of MITTEN 
until January 1, 1939, and a former 
employee of MITTEN. 

At page 101 of the 1940 annual re- 
port to the Public Service Commis- 
sion, under the heading ‘Executive 
Committee” the above named men are 
listed as members thereof and the du- 
ties of the executive committee are de- 
scribed as follows: 

“Said executive committee shall 
possess and may exercise any and all 
powers of the board of directors at any 
time when the board of directors is not 
in session. All action by the execu- 
tive committee shall be reported to the 
board of directors at its meeting next 
succeeding such action and shall be 
subject to revision or alteration by the 
board of directors, provided that no 
rights or acts of third parties shall be 
affected by any such revision or al- 
teration.” 

These same four men, Mitten, My- 
ers, Queeney, and Yungbluth were 
members of the executive committee 
for at least ten years. 


Stock ownership. 

The annual report of the I.R.C. to 
Public Service Commission for the 
year 1940 shows that I.R.C. had out- 
standing at December 31, 1940, 167,- 
075 shares of no-par common stock 
and 16,097 shares of $100 par, 7 per 
cent cumulative preferred stock. The 
report also shows that the preferred 
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stock was entitled to vote “by virtue 
of nonpayment of dividends.” The 
total voting power is given as 183,172. 
The total number of votes cast in 1940 
was 152,826 of which 136,822 repre- 
sented common stock ownership and 
16,004 represented preferred stock 
ownership. 


Proxy committee. 

Among other things which, accord- 
ing to the testimony, the executive 
committee does, is to approve the form 
of proxy which is submitted to the 
voting trustees and stockholders. The 
form of proxy which was prepared 
and distributed in the years 1936 to 
1941, inclusive, designated Dr. Mit- 
ten, Mr. Myers, Mr. Queeney, and 
Mr. Yungbluth as the proxy commit- 
tee. In other words, these men who 
composed the executive committee 
designated themselves as proxies to 
vote the stock in the annual stockhold- 
ers’ meeting. The annual reports show 
that for at least ten years the proxy 
committee has consisted of members 
of the executive committee and for the 
past nine years the members of the 
two committees have been identical. 


V oting trust agreements. 

There are in existence three sepa- 
rate voting trust agreements, under 
which voting trust certificates are 
held: 


Certificates 
held 
3,206 
27,813 
134,203 


165,222 


The first dated Jan. 15, 1921 
The second dated Sept. 1, 1925 .... 
The third dated Dec. 5, 1935 


Thus, out of a total voting power 
of 183,172, 165,222 votes, or 90.2 per 
cent, are held under voting trust 
agreements. 
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Mr. Myers testified that each of the 
latter two agreements were supposed 
to supersede the preceding agreement, 
but that some certificates are still out- 
standing under the first two. He fur- 
ther testified that he did not regard 
the 1921 and 1925 agreements as still 
outstanding. 

The 1925 agreement says in part: 

that for the period of ten 
years from and after January 15, 
1926, the said voting trust shall con- 
tinue in full force and effect and sub- 
ject to the same terms and conditions 
as provided in the original agreement 
creating said voting trust dated Janu- 
ary 15, 1321, . . ” 

The voting trust agreement of De- 
cember 5, 1935, contains an identical 
statement, except for the substitution 
of the date of January 15, 1935, for 
January 15, 1926. 

All three of these agreements to- 
gether with the names of the voting 
trustees under each are reported in 
each of the annual reports to the Pub- 
lic Service Commission for the years 
1936 to 1940, inclusive. 

The reports show the trustees un- 
der the first two of these agreements 
to be: C. J. Joyce (MITTEN principal 
and I.R.C. director); C. A. Weber 
(secretary and treasurer and director 
of I.R.C.); and Emil Richter. 

Under the 1935 agreement the 
trustees were shown to be: C. J. 
Joyce (MirtTEN principal and I.R.C. 
director), J. McIlhenney (P.T.C. em- 
ployee) and, Emil Richter. 

It should be noted that originally 
Frederick F. Wagner was designated 
by the trustees of the Cooperative 
Wage Fund of the Philadelphia Rap- 
id Transit Company under the 1935 
voting trust agreement. Mr. Wag- 


‘cc 
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ner was succeeded by a Mr. James as 
the Wage Fund voting trustee. - Mr. 
James was succeeded by Mr. Mcllhen- 
ney early in 1939. 

Mr. Mcllhenney was nominated, in 
accordance with the 1935 voting trust 
agreement by the four trustees of the 
Cooperative Wage Fund of Philadel- 
phia Rapid Transit Company. 

The four trustees of the Wage 
Fund are R. T. Senter, president and 
director of Philadelphia Transporta- 
tion Co. (successor to Philadelphia 
Rapid Transit Company), C. E. Ebert, 
executive vice president, and director 
of Philadelphia Transportation Com- 
pany and two Philadelphia Transpor- 
tation Company employees. 

By an agreement dated January 15, 
1936, between I.R.C. and the voting 
trustees, I.R.C. agreed to pay all the 
expenses of the trustees reasonably 
incurred in the execution of their du- 
ties, and further agreed to pay each of 
the trustees a compensation of $500 
per annum for their services. 

Each of the three voting trust agree- 
ments contains the following provi- 
sion: 

“The voting trustees may vote in 
favor of the election of themselves, or 
any of themselves, as directors and 
officers of the company, and any vot- 
ing trustee, or any firm of which such 
voting trustee may be a member, or 
any corporation of which he may be 
a stockholder, director, or officer, may 
contract with the company or be pe- 
cuniarily interested in any matter or 
transaction to which the company may 
be a party or in which it may in any 
way be concerned, as fully as though 
he were not a voting trustee.” 

It will be noted that under the three 
agreements C. J. Joyce was a voting 
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trustee. He was also a MITTEN prin- 
cipal employed by I.R.C. and a di- 
rector of that corporation. Also, un- 
der the first two agreements C. A. 
Weber was a voting trustee. He was 
also a director of I.R.C. and its sec- 
retary and treasurer. 

Each of the three voting trust 
agreements contains the following pro- 
vision: “The voting trustees may 
vote on said stock in person or by such 
person or persons as they shall select 
as their proxy or proxies.” 

It appears from the annual reports 
of I.R.C. to the Public Service Com- 
mission that the voting trustees gave 
proxies for their votes for many years 
including the years 1933 to 1940, in- 
clusive. The same proxies which vot- 
ed the stock from 1938 to 1940 also 
voted the stock in 1941. 

The record shows that Mr. James 
was a trainman (street car operator) 
in the employ of the Philadelphia Rap- 
id Transit Co.; that during the time 
he was a voting trustee Dr. Mitten was 
chairman of the board of directors of 
that corporation. The record also 
shows that Mr. Mcllhenney is a bus 
driver of the Philadelphia Transpor- 
tation Company. As such he receives 
a salary of “about $40 or $50 a week.” 

The record also shows that Mr. Mc- 
Ilhenney gave proxies for the stock 
which he voted in 1939 and 1940. 
Just why this should have been done 
is not clear from the record because 
he was present at the annual séock- 
holders’ meeting in both of those 
years. 

As a voting trustee Mr. Mcllhen- 
ney receives $500 per year. When he 
attends meetings of I.R.C. in Buffalo 
he is reimbursed for his expenses. He 
either has all his expenses paid by one 
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of the MiTTEN principals or else by 
I.R.C. In the year 1940 he was in- 
vited to sit in at a directors’ meeting 
(one director was absent) which im- 
mediately preceded the annual stock- 


holders’ meeting and even though he | 


was not a director, because of such 
attendance, was paid $20. He also at- 
tended the organization meeting of 
the new board of directors (which was 
composed of the same men as the old 
board) which immediately followed 
the stockholders’ meeting, and he was 
paid $20 for attendance at this meet- 
ing. Thus, in 1940 he was paid $40 
on the day on which he attended the 
annual stockholders’ meeting in addi- 
tion to his expenses and his regular 
salary as voting trustee. Therefore, 
summarizing if it be necessary, the 
record shows that under the first and 
second agreements the voting trustees 
in 1940 were composed of one MITTEN 


principal, one officer and director of 
I.R.C. who had been a MITTEN em- 
ployee or associate since before 1912 


and Mr. Richter. Under the 1935 
agreement there was in 1940 one Mir- 
TEN principal, one employee of Phila- 
delphia Transportation Company, and 
Mr. Richter. 

The third voting trustee, Mr. Emil 
Richter, is, as has been stated above, 
the representative of the Nelson Rob- 
inson interests which interests own 
$4,000,000 in I.R.C. bonds, 12,000 
shares of I.R.C. preferred stock, and 
14,000 shares of I.R.C. common stock. 
Mr. Richter’s wife owns bonds and he 
owns some common stock, the amounts 
of which were not given. 

At S.M. 536 and 537 Mr. Richter 
testified that he had familiarized him- 
self with the problems of I.R.C.: 
“Either by visits to Buffalo, attend- 
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ing directors’ meetings, or by receiy- 
ing visits from the various members 
of the board in New York, and every 
week I receive a statement covering 
the volume of revenue for the previ- 
ous week, and the cash position. At 
the end of each month I receive an op- 
erating statement, a detailed operating 
statement, showing the breakdown of 
the expense account and the full de- 
tails of the income account.” 

He further testified that from 1929 
to 1931 the property had an average 
income of about $10,000,000 a year 
and that the cost of conducting the op- 
erations at that time consumed about 
49 per cent of the revenue; that from 
1932 to 1936 the average revenues 
were about $6,000,000 a year “and 
due to the Mitten Management policies 
the cost of that operation, as com- 
pared with 49 per cent, was approxi- 
mately 46 per cent.” 

He also stated: “. . to go on 
from 1937 to 1940, of course, our op- 
erating ratio went up to 52 per cent, 
but an analysis there shows the in- 
crease is largely due to taxes that came 
into the picture in the last four years 
as well as the effect of the state and 
Federal labor laws.” (Italics sup- 
plied.) 

Mr. Richter then stated that the 
ratios furnished to him did not include 
maintenance and taxes. It is obvious 
that maintenance must be included in 
the operating expenses of I.R.C., par- 
ticularly in view of the fact that there 
is a considerable amount of old rail 
property, or the operating ratio will be 
very misleading. His statement that 
taxes are not included is paradoxical in 
view of his testimony quoted above 
wherein he cited taxes as one of the 
reasons for the increase in the operat- 
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ing ratio for the period from 1937 to 
1940. 

It will be noted that Mr. Richter 
characterizes these percentages of the 
cost of conducting operations to the 
revenue as operating ratios. The an- 
nual reports to the Public Service 
Commission for street railway prop- 
erties define operating ratio as being 
the “ratio of operating expenses to 
operating revenues.” Taxes are not 
included in the operating expenses used 
to compute this ratio required in the 
reports to the Commission for street 
railroads. 


From the sworn annual reports of 
I.R.C. to the Public Service Commis- 
sion for the years 1929 to 1940 yearly 
operating ratios have been computed, 
as well as the averages for the periods 
cited by Mr. Richter. A comparison 
of these operating ratios with those 
testified to by Richter is shown below. 


Computed from Annual Reports 


Ist ‘period <..cece wacteweesaveusice { 


2d period 


3d period Ceoeeeseeseeocooseseseseses 


The above comparison makes clear 
that these so-called “detailed operat- 
ing statements” furnished by I.R.C. 
are definitely misleading. 

It will be noted that the operating 
ratio actually rose in the second period 
instead of declining as Mr. Richter 
stated. It should be borne in mind 
that Mr. Myers testified that these de- 
tailed operating statements were de- 


signed as to both form and contents 
by Mitten. These reports which are 
furnished to Mr. Richter are prepared 
under the supervision of the board of 
directors of I.R.C. or the executive 
committee. Mr. Richter testified that 
he had never seen an annual report to 
the Public Service Commission. 

Mr. Richter admitted that he had 
never attended an annual stockhold- 
ers’ meeting of I.R.C. He attended 
no directors’ meetings in 1940. He 
does not remember how many di- 
rectors’ meetings he attended in 1939. 
“Maybe one; maybe two; I don’t 
know.” (The annual report shows 
that he attended three.) He did not 
remember how many meetings of the 
board of directors he attended in 1938, 
but said that he did not attend more 
than two. Thus, in the last three 
years he has only attended five direc- 
tors’ meetings. 


Testified to 
by Mr. Richter 


74.06% 
77.30% ¢ 75.65% 49% 
75.86% 


46% 


87.35% 52% 


At page 542 of the record, Judge 
Brown asked: 


Q. So for the year 1940 you did 
not keep in very close contact with the 
company ? 

A. I would not say that. I re- 
ferred, in my statement, to the fact I 
met these gentlemen in New York. 

Q. Yes, that is right. So, in keep- 
ing in contact with the company, as 
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you say, one of your means of con- 
tact is to receive an explanation from 
these four Mitten Management prin- 
cipals ? 

A. Not an explanation. I have a 
pretty full day with my company in 
New York, and it is a courtesy on the 
part of these gentlemen to come to 
New York, realizing my time is not 
always free to come to Buffalo. 

It is apparent from the above that 
Mr. Richter depends solely upon Mit- 
TEN principals or I.R.C. officials for 
information as to company operations, 
and that some of this information is 
inaccurate and unreliable. 

The control of I.R.C. by Mitten 
is set forth in summary form in Table 
II, which follows: 


tents of which are determined by the 
MITTEN principals. In addition to 
the material contained in the reports, 
some information is obtained directly 
by these voting trustees from confer- 
ences with the MITTEN principals. 

(2) That the voting trustees have 
given proxies for their votes for at 
least the past ten years. 

(3) That the proxy committee to 
which these proxies were given has 
since 1933 been identical with the ex- 
ecutive committee and has been com- 
posed of three MITTEN principals and 
Mr. B. J. Yungbluth, president of 
I.R.C., resident manager of I.R.C. 
for Mitten Management until January 
1, 1939, and a former employee of 
MITTEN. 


TABLE II 
Controt or I. R. C. sy Mitten 


1 2 3 
Directors 

MitTen brought to 

principals ik. Cb 
MITTEN 


Directors 
of1, &..C. 
Dr. A. A. Mitten 
J. A. Queeney 


. K. Myers 
J. Joyce 


Dr. A. A. Mitten 
Ch, 
J. A. Queeney 


W. K. Myers 
C. J. Joyce 

B. J. Yungbluth 
C. A. Weber 


B. J. Yungbluth, 
Pres. 

C. A. Weber, 
Secretary and 
Treasurer 

G. W. Fugitt, 
Industrial 
Relations 

L. Spraggon, 
Assistant to 
President 


G. W. Fugitt 
L. Spraggon 


Emil Richter 


Summary of Mitten control. 

From the above it appears: 

(1) That any knowledge which the 
voting trustees, Richter and Mcllhen- 
ney, might have with regard to the op- 
eration, financial condition, service 
rendered, and protection of the invest- 
ment, is obtained from a few meetings 
attended and from reports furnished 
to them by I.R.C., the nature and con- 
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a 5 
Proxy 


Executive committee 


committee to vote 

ora, 2. C. I. R. C. stock 
Dr. A. A. Mitten Dr. A. A. Mitten 
J. A. Queeney 
W. K. Myers 


B. J. Yungbluth 


J. A. Queeney, 
Ch. 

W. K. Myers 

B. J. Yungbluth 


Emil Richter 
J. McIihenney 
(4) That this proxy committee 
has repeatedly reélected as the board 
of directors four MITTEN principals, 
four men who were brought to I.R.C. 
by Mitten and Mr. Emil Richter. 
(5) That this board of directors 
has repeatedly reappointed the execu- 
tive committee which, for over ten 
years, has consisted of Dr. A. A. Mit- 
ten, W. K. Myers, J. A. Queeney, 
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MiTTEN principals, and Mr. B. J. 
Yungbluth. 

(6) - That this executive committee 
has approved the form of the proxy 
which designates the members of the 
executive committee as a proxy com- 
mittee. 

(7) That under these circum- 
stances, it is apparent that not only 
does MiTTEN have control over the 
affairs of I.R.C. by virtue of its con- 
tract but it also has control of the cor- 
poration through its complete control 
and domination of the board of di- 
rectors, executive committee, manage- 
ment committee, and proxy committee. 
Thus, MiTTEN is responsible for the 
policies, financial, and operating, and 
the present condition of the physical 
property of I.R.C. 

(8) That under these circum- 
stances MITTEN can indefinitely per- 
petuate its control of I.R.C. 


Management committee. 


There is also a so-called “manage- 


ment committee” which, according to 
Dr. Mitten, has no official standing. 
Dr. Mitten testified : 

“The management committee would 
consist of Mitten Management princi- 
pals, plus Mr. Yungbluth, Mr. Weber, 
and any other officer of International 
that he might bring down. There 
may also be in attendance counsel, if 
the matter to be discussed were one 
upon a legal case which was pending, 
and so forth.” 


Q. (Judge Brown) Has the man- 
agement committee any official stand- 
ing? 

A. Oh, no. 

Affiliation. 

Paragraph 8 of the contract pro- 

vides as follows: “It is understood 
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and agreed by and between the par- 
ties hereto that this agreement on the 
part of I.R.C. is subject to the provi- 
sions of § 110, subdivision 3, of the 
Public Service Law of the state of 
New York; and I.R.C. agrees to and 
shall promptly file this agreement with 
the Public Service Commission of 
said state.” 

In view of this admitted affliation 
between MITTEN and I.R.C., no fur- 
ther discussion is necessary. 

The testimony shows that the four 
MITTEN principals refrained from 
voting on the MITTEN contract at the 
time that this contract was before the 
I.R.C. board of directors. The other 
five directors voted for the contract. 
This in itself is meaningless, however, 
because the General Corporations Law, 
§ 27, provides “. . . that the act 
of a majority of the directors present 
at such a meeting shall be the act of 
the board. . . .” 

[Detailed statement of testimony 
and other evidence omitted for lack 
of space. ] 


Are services rendered at cost? 

[1] As has been previously stat- 
ed, the contract between I.R.C. and 
MitTEN provides that I.R.C. shall pay 
MirTEN, “at the rate of $20 per hour 
for the time of each principal of Man- 
AGEMENT which shall be devoted to 
the business and affairs of I.R.C. un- 
der this agreement, that being the cost 
to MANAGEMENT of the services of 
each of its principals in the perform- 
ance of this agreement.” (Italics sup- 
plied.) 

Reference to the statement show- 
ing the amount billed to I.R.C. by 
MitTEN for the services of its princi- 
pals and also the amounts paid to the 


40 PUR(NS) 





NEW YORK DEPARTMENT OF PUBLIC SERVICE 


principals by Mitten shows that as 
far as the year 1940 is concerned Mit- 
TEN billed I.R.C. in excess of the 
amount it paid to the principals, Joyce 
and Queeney. For Mr. Joyce’s serv- 
ice, M1TTEN billed I.R.C. $18,940 but 
only paid Mr. Joyce $14,586. In the 
case of Mr. Queeney, MiTTEN billed 
I.LR.C. $16,780 but only paid him $14,- 
586. 


There is nothing in the record to 
show how MirTTEN determined upon 
$20 per hour as being the “cost” of 
the services of the principals. The 
testimony of each of the principals is 
to the effect that the net amount of 
the money received from I.R.C. is di- 
vided equally among the four princi- 
pals. It is apparent that this method 


of dividing the earnings is not the cost 
of the services to MiTTEN. A similar 
division could have been made had 
I.R.C. been charged $10 per hour or 


$50 per hour. No testimony was of- 
fered to show that anyone of these 
principals received $20 per hour or, 
in fact, any other amount for services 
rendered to any other corporation. 
There is, therefore, in the record no 
measure of the reasonableness of the 
cost of MITTEN services to I.R.C. 


The only testimony as to the reason- 
ableness of the cost of MITTEN to 
I.R.C. was offered by Williams S. 
Menden who has been associated with 
the Brooklyn Manhattan Transit 
Company for a great many years and 
its president from 1923 to 1941. Mr. 
Menden testified in response to a hy- 
pothetical question addressed to him 
by company counsel, that a company 
the size of I.R.C. and having its pres- 
ent operating organization, reasonably 
required the services of the principals 
of Mirren and that he believed that 
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each of the individuals would be en- 
titled to, on the average about $15,- 
000 a year, plus reasonable expenses, 

Subsequent examination of Mr. 
Mendon developed that he had not 
read the contract between I.R.C. and 
MITTEN and that the only one of the 
principals with whom he was acquaint- 
ed was Mr. Queeney. He had known 
Mr. Queeney for about fifteen or 
twenty years and the nature of the 
acquaintanceship was “just the ordi- 
nary acquaintance which you have 
with people in the same kind of busi- 
ness. I meet him occasionally.” He 
further testified that he probably met 
Mr. Queeney once or twice some 
years, “sometimes it might be two 
years.” Mr. Menden did not know 
either Mr. Myers or Dr. Mitten, the 
other two surviving principals. He 
met Mr. Myers for the first time the 
day he testified. He did not know 
Mr. Joyce during his lifetime. 

Further examination of Mr. Men- 
den developed that the only knowledge 
that he had of the qualifications or 
ability of these principals, he had 
gained by reading the testimony in 
this proceeding, by talking with 
Messrs. Myers, Queeney, or Yung- 
bluth, and from reading newspapers 
and technical papers. Mr. Menden 
testified that he had read over 840 
pages of testimony in some eight hours 
and that he gathered from reading this 
testimony that the principals devoted 
about half of their time to I.R.C. mat- 
ters. He believed that Mr. Queeney 
spent more than half of his time and 
that Mr. Joyce spent less than half on 
I.R.C. matters. Actually I.R.C. was 
billed for more time for Mr. Joyce 
than for Mr. Queeney (infra). 

The testimony shows that these 
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principals charged for eight hours per 
day. Even with a liberal allowance 
for vacation, holidays, and sick leave, 
there would be 250 working days in a 
year or 2,000 hours. Exhibit 17 shows 
the number of hours billed I.R.C. in 
1940 to be as follows: 
Average 

Mitten Myers Queeney Joyce (computed) 
546 628 839 947 740 

Thus, it appears that Mr. Menden 
had an erroneous impression when he 
stated that he believed these prin- 
cipals devoted half of their time 
to ILR.C. It averaged only about 
one-third. His testimony showed 
that his opinion, that $15,000 was 
a reasonable amount for the serv- 
ices of each principal, was based upon 
this impression. Mr. Menden admit- 
ted that one of the things that influ- 
enced his opinion as to the necessity 
for management of I.R.C. by Mitten 
was conversations which he had with 


the MITTEN principals and Mr. Yung- 


bluth, which are not a part of the rec- 
ord of this case. 

Further examination of Mr. Men- 
den developed that he had made no 
study or investigation of the services 
rendered by these principals or by M1r- 
TEN to any other corporation, although 
he admitted that if he were employing 
a $15,000 man, he would make a 
thorough investigation of his past rec- 
ord and that he would not depend sole- 
ly upon statements made by the ap- 
plicant for the position. In the event 
it was a corporation he would ex- 
amine the past record of such corpo- 
ration. 

As has been stated above, Mr. Men- 
den testified that he believed that the 
services of the MurtTen principals 
were reasonably necessary to I.R.C. 
[16] 
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and in response to a question by Com- 
mission counsel as to why he thought 
these services were necessary, he an- 
swered: A. I first took into account 
the organization of the International 
Railway without these gentlemen, and 
it appeared from that, that that was 
a comparatively small organization 
and they either needed an enlarged or- 
ganization or individuals such as the 
group in the Mitten Management. 

The testimony of Messrs. Rausch 
and Lummis who made considerable 
studies of the size and cost of the 
I.R.C. organization shows that the 
organization is not small and that 
in Mr. Lummis’ opinion, it is cap- 
able of handling the majority of the 
problems which have to be solved by 
I.R.C. As shown elsewhere, Mr. 
Yungbluth testified that the heads of 
the departments were all very capable 
men. Mr. Menden’s testimony clear- 
ly demonstrates that he had almost no 
knowledge of the qualities, capabili- 
ties, or salaries of the executives of 
the I.R.C. organization. He admitted 
that the only executive of the I.R.C. 
staff whom he knew was Mr. Yung- 
bluth. He had known him about ten 
or fifteen years. However he some- 
times did not see him for a couple of 
years. He was asked specifical 
about Mr. McCausland, Mr. Foil 
Mr. Weber, Mr. Spraggon, the en\ 
gineer of way, and Mr. Kunz, and’ 
with regard to each of these men he . 
admitted that he knew nothing of the 
qualifications, ability, nature of the 
work performed, or salary received by 
any of them. 

The record also shows that the 
knowledge which Mr. Menden gained 
of I.R.C. affairs was largely of a su- 
perficial nature and that many of the 
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impressions he gained were erroneous. 
For example, as to earnings he testi- 
fied at S.M. 1593: 

“My recollection is they are earning, 
say, $200,000 above their fixed bond 
interest, which has recently been re- 
duced. They are earning nothing on 
the stock.” 

The annual report of I.R.C. to the 
Public Service Commission shows 
that in the year 1940 I.R.C. had an 
operating income of only some $8,- 
000 before the payment of bond in- 
terest which amounted to approxi- 
mately $500,000. 

He also testified that gross passen- 
ger revenue declined from 1933 to 
1940. The contrary is true. Pas- 
senger revenues were $4,833,930 in 
the city of Buffalo in 1933 and $5,- 
212,712 in 1940. 

Therefore, considering the testi- 
mony of Mr. Menden which has been 
analyzed above, we find that it fur- 
nishes no basis whatever for deter- 
mining the reasonableness of the 
charges for the services of the MITTEN 
principals to I.R.C. 

[Further detailed statement of evi- 
dence omitted. | 


Brief of Counsel 


Counsel for the company submitted 
a brief of 69 pages on behalf of I.R.C., 
which was received July 16th. 

In this brief a legal objection is 
raised that § 110, subdivision 3, of the 
Public Service Law confers no lawful 
power on the Public Service Commis- 
sion to disapprove the MITTEN con- 
tract. It is alleged that to the extent 
that this section of the law purports 
to confer any such power or jurisdic- 
ion upon the Commission, it is “un- 
constitutional, illegal, and void 


for repugnancy to the Constitution of 
the United States and to the Consti- 
tution of the state of New York, by 
reason of its uncertainty and omission 
to fix an ascertainable standard to 
guide or limit the Commission in de- 
termining whether a management 
service contract is in the public inter- 
est.” The brief cites and quotes from 
the opinion of the Pennsylvania court 
of common pleas in Bell Teleph. Co. 
v. Driscoll (1940) 36 PUR(NS) 
251, 253; United States v. Cohen 
Grocery Co. (1921) 255 US 81, 89- 
91, 65 Led 516, 41 S Ct 298, 14 ALR 
1045; Panama Refining Co. v. Ryan 
(1935) 293 US 388, 398, 79 L ed 
446, 55 S Ct 241; and Schechter Poul- 
try Corp. v. United States (1935) 
295 US 495, 541, 79 L ed 1570, 55 
S Ct 837, 97 ALR 947. 


Sixty pages of the brief are devoted 
to a detailed review of the company’s 
evidence, which is of course presented 
in the most favorable light. This re- 
view of a portion of the evidence com- 
pletely ignores additional facts brought 
out in the cross-examination of com- 
pany’s witnesses, and all evidence pre- 
sented by the Commission’s staff, 
some of which directly contradicts the 
company’s evidence. All of the es- 
sential facts presented by the company 
have already been reviewed herein in 
practically as much detail as in the 
company’s brief, and in addition all 
the other evidence has been sum- 
marized. Counsel for I.R.C. asserts 
that in determining the reasonableness 
of the cost of management service, 
consideration must be given to various 
factors which he summarized as fol- 
lows: 


1. The size and extent of operations 
of the utility managed. - 
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2. The responsibility assumed by 
those performing the management 
service. 

3. The qualifications of the persons 
performing the service. 

4, The availability of persons simi- 
larly qualified to perform the service. 

5. The service performed or to be 
performed. 

6. The time spent. 

7. The results obtained or reason- 
ably to be anticipated. 

The evidence in the record as to 
each one of these points has already 
been reviewed herein, except possibly 
4, as to which there is very little evi- 
dence. Counsel claims that there is no 
person or group of persons who have 
the training, experience, or familiarity 
with the problems of I.R.C. possessed 
by the principals of MirTEN available 
for the management service which they 
furnish, and “. that there is no 
street railway or bus management 
group resident in Buffalo or in closer 


proximity to Buffalo than New York ' 


city.” 

The company’s witness Menden tes- 
tified that he knew of no other com- 
pany which required or employed man- 
agement service similar to MITTEN. 
The evidence shows that I.R.C. itself 
has an organization of sufficient qual- 
ifications and extent to manage the 
company without the services of Mir- 
TEN, 

The company called two witnesses of 
long experience in the management of 
street railway and bus properties. It 
is significant that Mr. Menden, Pres- 
ident of the Brooklyn Rapid Transit 
Co., who was shown to have very 
slight and cursory knowledge of the 
LR.C. property, of the MitTTEN prin- 
cipals, and of the I.R.C. operating or- 
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ganization, testified that MITTEN serv- 
ices were necessary and obtained at 
reasonable cost; while Mr. Uffert who 
was shown to be familiar with I.R.C. 
property over a long period of years, 
and who had spent sufficient time on 
the property recently to have some 
knowledge of it and who is acquainted 
with the heads of most of the operat- 
ing departments of I.R.C., gave no 
testimony as to the necessity or value 
of MITTEN services,—in fact he said 
he knew nothing about them. 


Counsel contends (page 65) that 

“The traveling expense of the prin- 
cipals of Mitten Management, Inc., is 
not a cost to Management for per- 
forming the service. When traveling 
expense is paid by Mitten Manage- 
ment, Inc., or by its principals, they 
merely advance on behalf of Interna- 
tional Railway Company the sums 
necessary to be paid.” 

Even were it assumed the above 
contention be true, it is apparent that 
the cost of management by MITTEN 
to I.R.C. is increased by whatever 
traveling expenses are paid for the 
MITTEN principals whether these ex- 
penses be advanced by the principals, 
by Mitten, or paid directly by I.R.C. 

Counsel also contends that the cost 
to Mitten for the performance of 
management service to I.R.C. was in 
excess of the amount received by it for 
such services (pages 61-63). A re- 
view of the evidence shows that some 
of the Mitten office expenses not 
charged to I.R.C. are of a personal na- 
ture. While it is true that the Mir- 
TEN books do show that the expenses 
are greater than the income, a mere in- 
spection of the expenses which were 
not charged to I.R.C. shows that there 
is no reason for considering a majori- 
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ty of them a part of the cost to MITTEN 
for managing I.R.C.’s business. It is 
therefore apparent that the character- 
ization by company counsel of the dif- 
ference between the operating income 
and expenses as “Net Loss” on I.R.C. 
business is erroneous. 

It should also be noted that in com- 
puting the salaries paid by MITTEN 
to its principals in the years 1939 and 
1940 counsel has included the amounts 
paid to M. E. Reed and Barbara 
Pezold, claimed to have been paid on 
Dr. Mitten’s account. He has not 
used the salary paid to Dr. Mitten as 
shown on the Mitten books. 

Counsel’s brief is entirely silent on 
the subject of I.R.C.’s financial con- 
dition. 


Discussion and Conclusions 


The management contract between 
Mitten and I.R.C. gives MITTEN all 
embracing and exclusive management 
—‘‘complete charge and supervision of 
said business, systems, and property” 
—of I.R.C., subject only to the super- 
vision of the board of directors on 
which MITTEN principals are the dom- 
inant influence. 

Not only by virtue of the contract 
but also because of virtual practical 
control of the board of directors, the 
executive committee, and the stock of 
the company through the proxy com- 
mittee and voting trust agreements, 
MITTEN is in complete control of 
I.R.C. Mirren must, therefore, ac- 
cept full responsibility for the physi- 
cal condition and maintenance of the 
properties, the service, public relations, 
employee relations, financial condi- 
tion, and all other aspects of the prop- 
erty and business, whether good or 
bad. 
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The Mitten contract with LR.C 
is obviously not the result of arm’s- 
length bargaining with real independ- 
ence of action on the part of I.R.C, 
but one made between parties having 
a common control vested in the Mir- 
TEN principals. With four Mirren 
principals on the board of directors 
there could be no real independence of 
action. The fact that these four prin- 
cipals refrained from voting when the 
other five directors approved the con- 
tract, makes no difference. One 
wonders what would have happened 
if the five had voted to disapprove the 
contract. Actually the decisions of 
both parties to enter into a contract 
were made by the same group of men 
acting in a dual capacity. 

MITTEN principals are nonresident 
and give approximately one-third of 
their time to I.R.C., which at $20 per 
hour equates to about $15,000 per 
year apiece, plus expenses of an office 
in Philadelphia, several hundred miles 
away, and traveling expenses to and 
from that office to Buffalo. Nonresi- 
dence of MITTEN principals and the 
office in Philadelphia results in con- 
siderable additional traveling and hotel 
costs annually, which would not be 
necessary for I.R.C. to pay if the prin- 
cipals were resident in Buffalo. 

The services rendered by MITTEN 
are mostly with reference to the usual 
type of problems commonly experi- 
enced by street railway and bus com- 
panies, which appear to be well within 
the ability of the local organization to 
handle, and which are handled by oth- 
er street railway companies without 
the benefit of management companies. 
When special problems, comparatively 
few in number, are encountered, spe- 
cial counsel and experts are employed. 
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Thus the expert management of Mir- 
TEN effects no saving in the employ- 
ment of such counsel and experts. 

MITTEN principals keep a wholly in- 
adequate record of the definite services 
performed by them and upon the basis 
of which I.R.C. is billed. They appear 
to consider the keeping of such rec- 
ords unnecessary and beneath their 
dignity, as indicated by the frequent 
answers of principals to questions re- 
garding this point, that they were “not 
interested.” 

It is impossible to determine the to- 
tal cost of MiTTEN to I.R.C. under 
the contract but the known costs were 
$61,516.25 in 1939, and $71,377.70 in 
1940. The total actual costs are 
known to be in excess of these 
amounts. 

For about one-third of their time 
the known cost of MITTEN principals 
to ILR.C. is practically as much as it 
pays its president and ten other general 
officers for their full time and ex- 
penses. 

In its testimony MITTEN laid great 
stress on “budget consciousness” and 
careful scrutiny of all expenses to de- 
termine their necessity. In practice 
MITTEN principals exhibit a complete 
and scornful disregard of expenditures 
for personal travel costs. These ex- 
penses, while small in total reveal an 
attitude and state of mind toward costs 
of some of the principals, which is un- 
questionably inimical to good and 
economical management, and which 
undoubtedly offsets to a considerable 
extent any educational effort for budg- 
et economies on the part of employees. 

The services of MitTEN to I.R.C. 
are not furnished at the cost to Mir- 
TEN of the services of each of its prin- 
cipals to it, as provided in the con- 


tract. The charges of MITTEN to 
I.R.C. exceed the costs to MITTEN for 
two of the principals and were less 
than the costs to MitTEN for the oth- 
er two principals, in both 1939 and 
1940. For both years the amounts 
billed to I.R.C. for the services of all 
four principals exceeded the amounts 
paid by MiTTeEN to these principals. 
Since the parties contracted with them- 
selves, it is not surprising that the con- 
tract became a mere scrap of paper. 

[2] Neither Mirren nor I.R.C. 
submitted convincing proof of the rea- 
sonableness of the charge of $20 per 
hour for the services of principals. 
MiTTEN has no other customers pay- 
ing this or any other rate per hour for 
its services. Since the company has 
utterly failed to meet the burden of 
proof placed upon it by law, this 
charge is held to be unreasonable, un- 
necessary, and contrary to public in- 
terest. The costs incurred by MITTEN 
principals for traveling expenses must 
also be held to be unreasonable and 
unnecessary. 

I.R.C. has a complete operating staff 
of officers, executives, and assistants, 
consisting of sixty-nine persons, in- 
cluding ten department heads, who re- 
ceive salaries of $2,500 or more. The 
president, experienced in railway op- 
eration, receives a salary of $20,500. 
He not only admitted that his staff was 
competent and able to handle most of 
the problems concerning the company, 
but both he and Mr. Myers were in- 
clined to boast that the members of 
I.R.C. staff were the best in the indus- 
try. 

The record shows that I.R.C.’s pres- 
ident, through his department heads 
and their staffs, carries out surveys 
and studies of operating and other 
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conditions with a view to improve- 
ments; makes most of the recom- 
mendations to the directors for 
changes; and operates the company. 
The company employs a large legal 
staff consisting of attorneys directly 
employed and representatives of three 
law firms, to all of whom it paid a 
total of $103,511.61 in 1940. This 
legal talent appears to be well able to 
handle all of the legal problems of the 
company without the aid of MITTEN. 
Measured by results, the financial 
record of MITTEN’S management of 
I.R.C. is discreditable. The Road and 
Equipment Rail Account has not been 
kept so as to reflect the book cost of 
used and useful operating property, 
but contains amounts for property 
abandoned or not used and useful in 
rail or bus operations. The deprecia- 
tion reserve is very inadequate particu- 
larly in view of the contemplated pro- 
gram of complete bus substitution and 
heavy losses in the retirement of re- 
maining rail property are inevitable. 
In addition, there are contingent lia- 
’ bilities of bond interest deferred, sink- 
ing-fund payments not made, and pre- 
ferred stock dividends unpaid, aggre- 
gating $5,469,745. It is clear that un- 
der MitTEN management I.R.C. has 
come to the verge of bankruptcy. 
Surplus has declined to the point 
where it is a deficit of over a million 
dollars. This is partly the result of 
heavy write-offs, but is principally due 
to continued annual operating deficits 
since 1932. These reached a peak of 
over a million dollars in 1938. These 
in turn, are caused in large part by 
the failure of the company to recover 
the passenger revenues it enjoyed from 
the riding of 1929, as has been done 
in other cities (e. g. Rochester). Since 


40 PUR(NS) 


the substitution of busses for cars by 
I.R.C. usually results in a 20 per cent 
increase in riding, and bus operation 
pays while rail operation does not, 
the way to increased revenue is clear, 

Emphasis is given to these conclu- 
sions by the fact that according to 
the company’s books, bus operations 
in the last three years have realized 
a profit after taxes of $709,000, while 
trolley operations showed a loss after 
taxes, during these same three years, 
of more than $1,082,000. In this 
period surplus decreased from $431,- 
627.56 to a deficit of $1,022,000, a 
drop of $1,454,000. 

The testimony indicates that the 
condition of much of the rail proper- 
ty—track and cars—is very bad. In 
view of the contemplated bus substi- 
tution, maintenance is only that nec- 
essary to provide safe operation. Cars 
are very noisy and car rides unsatis- 
factory to the public. Most bus equip- 
ment and maintenance is good but 
certain old bus equipment is out of 
date, discreditable to the company and 
should be replaced. 

Bus schedules and service may be 
considered as about average and busses 
reasonably well maintained. They are 
by no means as good as possible, and 
suggestions appear in the record for 
improvement. Rail service is very 
poor. 

In two respects the results of Mir- 
TEN management appear to have been 
better, viz., in the reduction of acci- 
dent costs and in the maintenance of 
good employee relations. Accident 
costs have been substantially reduced. 
Good employee relations have been cul- 
tivated and stimulated by fair treat- 
ment of employees. That there has 
been no interruption of service by la- 
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bor difficulties since 1922 is only what 
should be expected and what has been 
attained elsewhere. These results 
should be maintained but the contin- 
ued employment of MITTEN is not nec- 
essary todo so. They are not distinc- 
tive or unusual. In almost every city, 
safety campaigns have reduced acci- 
dent costs and there have been inter- 
ruption of service by strikes in few 
cities in the state during the same 
period. There have been none in 
Rochester, Syracuse, or Utica, for ex- 
ample. 

[8] This record as a whole war- 
rants the conclusion that MiITTEN is 
unnecessary to I.R.C. What there is 
of creditable achievement is no more 
than that of companies without the 
services of such management, and pos- 
itive liabilities have been accrued which 
have been remedied elsewhere. The 
further conclusion is also warranted 
that I.R.C. should be relieved of the 
contract. 

From the evidence I find that 

1. The MiTTEN contract is not in 
the public interest because it is unnec- 
essary for the proper management of 
I.R.C., and because it is an unneces- 
sary expense. I.R.C. has an adequate 
and reasonably efficient organization 
capable of managing its own business, 
system, and property. 

2. The MITTEN contract is not in 
the public interest because the charge 
for service billed to I.R.C. is not the 
cost to Mirren for the service of 


each of the principals, and has not been 
shown to be the reasonable cost of per- 
forming such service. 

3. The MITTEN contract is not in 
the public interest because with a Mit- 
TEN dominated board of directors, 
MITTEN can perpetuate itself and con- 
tinue to increase the fees for services 
of principals by simply charging more 
time to I.R.C. 

4. The MITTEN contract is not in 
the public interest because under its 
management: The rail property has 
seriously deteriorated; there has been 
relatively little substantial improve- 
ment in revenue since the depression 
low of 1933; the business of I.R.C. 
is conducted at an annual loss and the 
deficit continues to accumulate; a large 
deficit in surplus has accumulated; 
large deferred and contingent liabili- 
ties have accrued; sufficient deprecia- 
tion reserve has not been accrued to 
retire rail property no longer used or 
useful ; and the annual depreciation al- 
lowance for rail property now being 
charged is insufficient to correct the 
situation; generally, the financial 
structure of the company has reached 
a serious condition. 


Recommendation 


I recommend that the contract en- 
tered into between I.R.C. and Mirt- 
TEN, effective January 1, 1939, be dis- 
approved, and I.R.C. be required to 
cancel such contract forthwith. 

All concur. 





40 PUR(NS) 





UNITED STATES CIRCUIT COURT OF APPEALS 


UNITED STATES CIRCUIT COURT OF APPEALS, 
FOURTH CIRCUIT 


City of High Point 


Vv 


Duke Power Company 


[No. 4759.] 
(120 F(2d) 866.) 


Appeal and review, § 22 — Moot questions — Provisions of proposed contract. 
1. The court, in reviewing a decision on a utility company’s claim for pay- 
ment by a municipality and the municipality’s claim for recovery of over- 
charges, need not consider whether the company was within its rights in 
insisting upon the incorporation of certain provisions in a contract tendered 
to the city where no contract of any sort was executed and consequently 
no rights arising out of any such contracts are involved, p. 251. 


Reparation, § 38 — Payments made without protest — Waiver of rights. 

2. A municipality which, after expiration of an electric rate contract be- 
tween it and an electric company and before a new contract is entered 
into, voluntarily pays, on a month-to-month basis, the rate contained in 
the old contract cannot recover any part of the payments on the ground 
that lower rates contained in the company’s new schedule should have 
been charged, since such payments made without protest constitute as to 
each month an election to pay on the basis charged and a waiver, as to 
that month, of the right to any contract under the other rate schedule, 
p. 251. 


Municipal plants, § 2 — Proprietary status — Purchase and sale of power. 
3. The purchase and sale of power by a city is an undertaking carried on in 
its private and proprietary capacity, and it is bound by the rules govern- 
ing private corporations in the transaction of their business, p. 251. 


Rates, § 6 — Powers of court — Value of service. 
4. A court, in an action to recover payment for service rendered by an 
electric company to a city following expiration of a contract fixing rates, 
has power to determine the reasonable value of the current supplied and 
not paid for, p. 253. 


Rates, § 173 — Determining value of service — Applicable schedule — E-xpira- 
tion of contract. 
5. The court properly fixed the value of current supplied by an electric 
company to a municipality on the basis of rates prescribed by a schedule 
which the company evidenced its willingness to apply if the city would 
agree not to resell current to power customers, where there is nothing to 
indicate that such resales had been made, p. 253. 


[June 10, 1941.] 
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ROSS-APPEALS in action by municipality against electric util- 
C ity company to recover alleged overpayment for electricity, 
to which defendant filed counterclaim to recover for current 
furnished; judgment denying recovery to plaintiff and granting 
recovery on counterclaim affirmed. For lower court decision, 


see 34 F Supp 339, 36 PUR(NS) 495. 


APPEARANCES: Roy L. Deal, of 


Winston-Salem, N.C. (G. H. Jones, . 


of High Point, N.C., on the brief), 
for appellant and cross-appellee; W. 
S. O’B. Robinson, Jr., and W. B. 
McGuire, Jr., both of Charlotte, N.C. 
(R. M. Robinson, of Greensboro, 
N.C., on the brief), for appellee and 
cross-appellant. 


ParKER, C.J.: These are cross ap- 
peals in an action instituted by the 
city of High Point, North Carolina, 
as plaintiff, against the Duke Power 
Company, as defendant, to recover 
overpayments alleged to have been 
made for electric current furnished 


by defendant to plaintiff between. 


March 1, 1935, and April 23, 1938. 
Defendant filed counterclaim to re- 
cover for current furnished by it to 
plaintiff following the last-named date. 
The case was heard before the judge 
without a jury. He denied recovery 
to plaintiff and gave judgment for 
defendant on its counterclaim in the 
sum of $127,435.91 with interest 
from April 24, 1939 for electric cur- 
rent furnished plaintiff between April 
23, 1938, and April 24, 1939, to- 
gether with the sum of $5,671.01 for 
miscellaneous power, not in dispute. 
Plaintiff complains on this appeal of 
the denial of its claim of overpayment 
and of the allowance of interest on 
the amount allowed defendant on its 
counterclaim. Defendant complains 
besause recovery was not allowed on 
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its counterclaim on the basis of a 
higher rate schedule. The facts rele- 
vant to the questions presented are as 
follows: 

The power company and its prede- 
cessors in interest had been furnishing 
electric current to the city for a num- 
ber of years prior to 1935. It was 
engaged also in furnishing electric 
current to manufacturers and others 
in High Point and vicinity for power 
purposes. In 1932 it entered into 
contracts with the city under which 
the city agreed not to resell power 
purchased “to any consumer for any 
one motor in excess of five horse- 
power capacity.” Immediately prior 
to March 1, 1935, power was being 
furnished the city pursuant to such 
contracts under a schedule designated 
by the power company as schedule 
8A. These contracts were terminat- 
ed by the city as of March 1, 1935, 
and notice was given the power com- 
pany that the city intended to purchase 
current on a “month-to-month basis 
upon such terms as may be mutually 
agreed upon.” No terms were agreed 
upon, but the power company con- 
tinued to furnish current and the city 
continued to make monthly payment 





1 There were a number of schedules filed 
by the power company and its predecessors ; 
but the rates in all of them so far as the 
questions here involved are concerned were 
the same as that of the power company’s 
Schedule 8A. Reference to contracts based 
on that schedule will include also contracts 
based on other schedules carrying the same 
rates. 
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for same at the rates prescribed by 
Schedule 8A until April 23, 1938. 
After that date the power company 
continued to furnish current but the 
city made no further payments. 

Prior to March 1, 1935, the power 
company filed with the North Caro- 
lina Utilities Commission its Rate 
Schedule No. 10 as an additional 
schedule to others on file with the 
Commission. It differed from other 
schedules in that it contained a de- 
mand feature in addition to an energy 
charge. For customers with a con- 
stant demand it offered opportunity 
for savings; but for customers with 
an uneven demand Schedule 8A was 
more favorable. The city authorities 


decided that for two of its contracts 
Schedule 10 was the more favorable 
and asked that contracts for furnish- 
ing current under that schedule be 


executed by the power company. The 
company tendered such contracts but 
included therein the clause against re- 
sale of current which had been car- 
ried in prior contracts. The city re- 
fused to execute the contracts with 
these provisions and the power com- 
pany refused to execute same without 
them. The power company con- 
tended that it could not be required to 
sell power to be resold by the purchas- 
er in competition with its power busi- 
ness and was entitled to provide 
against such competitive resale in its 
contracts. The city contended that 
this position was not open to the power 
company because it was operating un- 
der a franchise which provided that 
the grantee should not sell electric cur- 
rent in opposition to the city. No set- 
tlement of this controversy was 
reached ; but, as stated above, the pow- 
er company continued to supply cur- 
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rent to the city and bill the city for 
same monthly on the basis of the rates 
contained in Schedule 8A, and the city, 
until April 23, 1938, continued to 
make payment for the current so fur- 
nished on the basis of these billings. 

No protest was made by the city 
when making the payments under 
Schedule 8A. Suit for recovery of the 
Overpayments was instituted August 
19, 1937; but payments under Sched- 
ule 8A were continued thereafter un- 
til April 23, 1938. There was no pro- 
test at the time such payments were 
made and there was no agreement or 
even notice that they were made sub- 
ject to the outcome of the suit. 

Both Schedule 8A and Schedule 10 
provided that electric current would 
be supplied at the rates therein speci- 
fied only in cases where annual con- 
tracts were executed by the customer, 
and no such contracts were executed 
by the city subsequent to March 1, 
1935. Ata number of points at which 
current was received by the city it was 
advantageous to it to apply the rates 
prescribed by Schedule 8A; and no 
controversy is presented as to the cur- 
rent delivered at these points. While 
no contract was executed for delivery 
of current under Schedule 10 at the 
other two points, it was delivered and 
accepted at these points for the twelve 
months’ period from April 23, 1938, 
to April 24, 1939, in no different man- 
ner from that which would have been 
followed if a contract under Schedule 
10 had been executed. It appears, 
also, that such contract would have 
been executed but for the insistence of 
the power company that the provision 
limiting the right of resale of current 
be included therein. The power com- 
pany was selling current to a number 
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of other municipalities in North Caro- 
lina during this period at the rates pre- 
scribed by Schedule 10 under contracts 
containing no restrictive provision as 
to resale; and no resales are shown to 
have been made by the city during the 
period which would have been violative 
of the provision, had a contract con- 
taining such provision been executed. 

The findings of the court below em- 
braced the foregoing matters and a 
number of others which, in the view 
that we take of the case, we need not 
consider. The judge held that the 
charges for current delivered between 
March 1, 1935, and April 23, 1938, 
were not unlawful or discriminatory 
and that since payments for same were 
voluntarily made by the city with 
knowledge of all the facts, no part 
thereof could be recovered. With re- 
spect to the current delivered between 
April 23, 1938, and April 24, 1939, 
he held that, as no contract existed pre- 


scribing the rates to be charged there-, 


for, the rates prescribed by Schedule 
10 should be applied as the reasonable 
value of the current, and entered judg- 
ment for defendant accordingly, with 
interest from April 24, 1939. 


[1] We need not consider whether 
the power company was within its 
rights in insisting upon the incorpora- 
tion in the contract of the clause re- 
stricting the resale of current, or 
whether the provisions of the fran- 
chise forbade it to sell current for 
power purposes in competition with 
the city. All arguments addressed to 
these questions become moot in view 
of the fact that no contract of any sort 
was executed and consequently no 
tights arising out of any such con- 
tracts are here involved. On one 
branch of the case, the question is 
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whether rates in excess of legal rates 
were collected by the power company 
from the city under such circumstances 
as would warrant the recovery of the 
overcharge; on the other branch, the 
question is what is the reasonable rate 
to apply for current for which no pay- 
ment has been made. 

[2, 3] On the first question, we can- 
not say that the city was entitled as a 
matter of law to the rates specified in 
Schedule 10; for the rates of Schedule 
8A as well as the rates of Schedule 10 
were legal rates. Which were legally 
applicable depended upon the contract 
of the parties; and, while the city 
elected to take current under Schedule 
10 and the failure to secure a contract 
thereunder was due to the action of 
the power company in insisting upon 
inserting the resale clause in the con- 
tract, no contract was in fact entered 
into. In the absence of contract, the 
power company continued to bill the 
city monthly in accordance with the 
rates prescribed by Schedule 8A and 
the city continued to make payment in 
accordance with the bills so rendered. 
The payments made without protest, 
on this month-to-month basis, certain- 
ly constituted, as to each month, an 
election to pay on the basis of Sched- 
ule 8A and a waiver, as to that month, 
of the right to any contract under 
Schedule 10. 


And there is another ground upon 
which the recovery by the city of the 
alleged overcharges must be denied. 
Even if it be conceded that the rates 
of Schedule 10 were the ones properly 
applicable, the payments under Sched- 
ule 8A were made voluntarily and 
without protest, with full knowledge 
of the facts, and no part of same can 
be recovered for that reason. Swift 
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& Co. v. Columbia R. Gas & E. Co. 
17 F(2d) 46, 50, PUR1927C 403, 51 
ALR 983; Knudsen-Ferguson Fruit 
Co. v. Chicago, St. P. M. & O. R. Co. 
(1906) 79 CCA 483, 149 Fed 973; 
Pardue v. Absher (1917) 174 NC 
676, 94 SE 414; Bernhardt v. Caro- 
lina & N. W. R. Co. (1903) 135 NC 
258, 47 SE 427 ; Brummitt v. McGuire 
(1890) 107 NC 351, 12 SE 191. 
There is nothing whatever in the rec- 
ord to sustain the contention that these 
payments were made under legal coer- 
cion of any sort, and the judge below 
properly found to the contrary. See 
finding No. 38. 


The city contends that the above 
rule is not applicable to it because it 
is a municipal corporation. No such 
distinction is recognized by the law of 
North Carolina, which denies the re- 
covery of payments voluntarily made, 


without mistake of fact, to public cor- 
porations as well as to private individ- 


uals. Commissioners of Catawba v. 
Setzer (1874) 70 NC 426; Commis- 
sioners of Macon v. Commissioners 
of Jackson County (1876) 75 NC 
240. This is in accord with the current 
of authority, although some states hold 
to the contrary. 48 CJ 758; note 63 
ALR at p. 1354. It is to be noted, 
also, that the purchase and sale of pow- 
er by the city was an undertaking car- 
ried on in its private and proprietary 
capacity. Holmes v. Fayetteville 
(1929) 197 NC 740, PUR1930A 369, 
150 SE 624; Asbury v. Albemarle 
(1913) 162 NC 247, 78 SE 146, 44 
LRA(NS) 1189; 43 CJ 420. And 
it has been held, and quite properly 
we think, that even in jurisdictions 
where a municipal corporation is per- 
mitted to recover voluntary payments, 
the rule will not be applied in case of 


payments made in its private and pro- 
prietary capacity. Chrysler Light & 
P. Co. v. Belfield, 58 ND 33, PUR 
1929E 426, 224 NW 871, 63 ALR 
1337. 

In the case at bar not only was the 
city acting as an ordinary private cor- 
poration in the purchase and sale of 
electric current, but it is stipulated 
that, after paying the rates charged 
by the power company, it made a profit 
thereon in the year 1938 exceeding 
$200,000. To hold, under such cir- 
cumstances, that it was not bound by 
the rules governing private corpora- 
tions in the transaction of their busi- 
ness would be without justification and 
in conflict with well-settled law. 43 
CJ 183; Tuttle Bros. & Bruce v. Cedar 
Rapids (1910) 99 CCA 606, 176 Fed 
86; Omaha Water Co. v. Omaha 
(1906) 77 CCA 267, 147 Fed 1, 12 
LRA(NS) 736, 8 Ann Cas 614; Illi- 
nois Trust & Savings Bank v. Arkan- 
sas City (1896) 22 CCA 171, 76 Fed 
271, 282, 34 LRA 518. The rule ap- 
plicable was well stated by the late 
Judge Walter H. Sanborn in the case 
last cited, as follows: 


“A city has two classes of powers, 
—the one legislative, public, govern- 
mental, in the exercise of which it is 
a sovereignty and governs its people; 
the other, proprietary, quasi private, 
conferred upon it, not for the purpose 
of governing its people, but for the 
private advantage of the inhabitants 
of the city and of the city itself as a 
legal personality. In the exercise of 
the powers of the former class it is 
governed by the rule here invoked. In 
their exercise it is ruling its people and 
is bound to transmit its powers of gov- 
ernment to its successive sets of offi- 
cers unimpaired. But in the exercise 
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of the powers of the latter class it is 
controlled by no such rule, because it 
is acting and contracting for the pri- 
vate benefit of itself and its inhabit- 
ants, and it may exercise the business 
powers conferred upon it in the same 
way, and in their exercise it is to be 
governed by the same rules that gov- 
ern a private individual or corpora- 
tion.” 

And see Atlantic & N. C. R. Co. v. 
Comrs. of Carteret County (1876) 75 
NC 474; Davis v. North State Veneer 
Corp. (1931) 200 NC 263, 156 SE 
859; Warrenton v. Warren County 
(1939) 215 NC 342, 2 SE(2d) 
463. 

[4, 5] As to the current furnished 
between April 23, 1938, and April 24, 
1939, there was no contract and no 
payments. It was for the court, there- 
fore, to determine the reasonable val- 
ue of such current. We think that the 
court very properly fixed the valuation 
on the basis of the rates prescribed by 
Schedule 10. The power company 
had evidenced its willingness to apply 
these rates if the city would agree not 


to resell the current to power custom- 
ers ; and during the year involved there 
is nothing to indicate that such resales 
had been made. Inasmuch as the pow- 
er company was demanding payment 
at a higher rate, however, and as it 
had been paid at the higher rate by the 
voluntary payments made between 
March 1, 1935, and April 23, 1938, 
we think that the court was justified 
in not allowing interest on the amount 
of the monthly deliveries except from 
the end of the year. It is clear that 
the city has no ground of complaint 
with regard thereto; for it was for the 
court to say what was the reasonable 
value of the current furnished and to 
include in the judgment interest from 
the time when it should have been paid. 
Kinston Mfg. Co. v. Freeman (1917) 
247 Fed 54, 57; Thomas v. Piedmont 
Realty & Develop. Co. (1928) 195 NC 
591, 143 SE 144; Bryant v. Southern 
Box & Lumber Co. (1926) 192 NC 


607, 135 SE 531. 


For the reasons stated, the judg- 
ment appealed from will be affirmed. 
Affirmed. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Pennsylvania Public Utility Commission 


Delaware, Lackawanna & Western 
Railroad Company 


[Complaint Docket No. 13429.] 


Service, § 216 — Abandonment — Necessity of Commission authorization. 
Abandonment of service on a portion of railroad track is not proper or 
legally valid without Commission approval. 


[August 19, 1941.] 
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NVESTIGATION of railroad track abandonment without Com- 
mission authorization; respondent ordered to file application 
seeking approval. 


By the Commission: The Dela- 
ware, Lackawanna and Western Rail- 
road Company filed applications on 
May 31, 1940, at A. 59558 and A. 
59559, seeking our approval of the 
abolition of two crossings at grade, 
known as Frantz’s and Keller’s grade 
crossings at points where Barrett 
Township Highway Routes Nos. 
45575 and 45573 were formerly 
crossed by the track of the Mountain 
Home branch of the railroad company 
in the village of Mountain Home, 
Barrett township, Monroe county. 

Approximately 500 feet of the ter- 
minus portion of the Mountain Home 
branch of the Delaware, Lackawanna 
and Western Railroad Company was 
abandoned and the tracks were moved 
by the railroad company. This re- 
moval permitted the department of 
highways of the commonwealth of 
Pennsylvania to relocate Stat. High- 
way Route No. 324 without construct- 
ing a new crossing at grade across the 
track of the railroad company. This 
same portion of the line of railroad 
formerly crossed at grade Barrett 
Township Highway Routes Nos. 
45575 and 45573, at points in the vil- 
lage of Mountain Home, Barrett town- 
ship, Monroe county. The Delaware, 
Lackawanna and Western Railroad 
Company has not sought and has not 
received our approval of the abandon- 
ment of the portion of its Mountain 
Home branch line of railroad. There- 
fore, under date of October 16, 1940, 
we, upon our own motion and under 
the provisions of the Public Utility 


> 


Law, instituted the instant investiga- 
tion for the purpose of determining 
whether the Delaware, Lackawanna 
and Western Railroad Company 
should file an application seeking Com- 
mission approval of the abandonment 
of service on that portion of its Moun- 
tain Home branch, approximately 500 
feet in length, extending from a point 
in the village of Cresco to the terminus 
of the line in Barrett township, Mon- 
roe county. . 

A copy of this investigation was 
served upon the Delaware, Lackawan- 
na and Western Railroad Company, 
respondent, and answer thereto was 
filed with us on October 29, 1940. 

The answer of the railroad company 
sets forth that the abandoned portion 
of its line of railroad formerly served 
only Skytop Lodge and Buck Hill 
Falls Inn, and that both of these par- 
ties had consented to the abandon- 
ment of this portion of line and at 
present receive the service of the rail- 
road company at Sequine Siding, 
which is located near by. The answer 
of the railroad company also states 
that removal of the tracks without first 
seeking our approval was made at the 
urgent request of the department of 
highways and in the spirit of coopera- 
tion with the commonwealth. Ac- 
cordingly, it appears that the Dela- 
ware, Lackawanna and Western Rail- 
road Company acted in good faith in 
this instance and without malicious at- 
tempt to circumvent the Public Utility 
Law. 

However, the jurisdiction of the 
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Commission is clear from the admitted 
factual situation viewed in the light of 
the provisions of the Public Utility 
Law and the applicable principles of 
general law: Texas & P. R. Co. v. 
Gulf, C. & S. F. R. Co. (1926) 270 
US 266, 70 L ed 578, 46 S Ct 263; 
Colorado v. United States (1926) 271 
US 153, 70 L ed 878, 46 S Ct 452; 
United States v. Idaho (1936) 298 
US 105, 80 L ed 1070, 56 S Ct 690. 
The abandonment of service is not 
proper or legally valid without Com- 
mission approval, and an application 
for such approval must be filed ; there- 
fore, 

Now, to wit, August 19, 1941, it is 
ordered: 

1. That the Delaware, Lackawanna 
and Western Railroad Company file 


an application seeking Commission ap- 
proval of the abandonment of service 
on that portion of its Mountain Home 
branch approximately 500 feet in 
length, extending from a point in the 
village of Cresco to the terminus of 
the line in Barrett township, Monroe 
county. 

2. That the investigation instituted 
October 15, 1940, for the purpose of 
determining whether the Delaware, 
Lackawanna and Western Railroad 
Company should file an application 
seeking Commission approval of the 
abandonment of service on that por- 
tion of its Mountain Home branch, ap- 
proximately 500 feet in length, ex- 
tending from a point in the village of 
Cresco to the terminus of the line in 
Barrett township, Monroe county, be 
and is hereby terminated. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


Department of Highways of the Common- 
wealth of Pennsylvania 


West Side Electric a Railway Company 


[Complaint Docket No. 13487.] 


Public utilities, § 14 — What constitutes — Abandoned street railway. 
1. A street railway company, the assets of which were sold at foreclosure 
sale, is not a public utility as defined in § 2(17) of the Public Utility Law 
where, following the foreclosure, an “out-of-existence” affidavit was filed 
with the department of revenue of the commonwealth and the railway com- 
pany did not, on the effective date of the Public Utility Law, own or operate 
equipment or facilities for transporting passengers or property as a com- 


mon carrier, p. 256. 


Crossings, § 10 — Jurisdiction of Commission — “Dead crossing’ — Abandoned 


railway. 


2. The Commission has no jurisdiction over a complaint alleging that a 
255 40 PUR(NS) 
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street railway crossing below grade is dangerous, unnecessary, and should 
be abolished, where the street railway company is not a “public utility” as 
defined in § 2(17) of the Public Utility Law because it no longer owns or 
operates equipment or facilities for transporting passengers or property as 


a common carrier, p. 256. 


[June 30, 1941.] 


“epee alleging dangerous condition of street railway 
crossing ; dismissed for lack of jurisdiction. 


By the Commission: This matter 
is before us upon the complaint filed 
by the Department of Highways, al- 
leging that the crossing where the 
tracks of the West Side Electric Street 
Railway Company cross State High- 
way Route 118 below grade between 
Charleroi and Cokeburg in the county 
of Washington is dangerous, unnec- 
essary, and should be abolished. 

A hearing was held on April 3, 
1941, for the purpose of determining 
whether or not the Commission has 
jurisdiction over the matters involved. 

[1, 2] The testimony shows that 
the crossing was constructed in 1913 
by the railway company. On July 10, 
1933, the Public Service Commission, 
by its order, granted permission to the 
railway company to discontinue serv- 
ice temporarily until February 1, 
1934. Service was never resumed and 
no repairs or maintenance were per- 
formed on the structure since that 
time. It further appears that the as- 
sets of the railway company were sold 
at foreclosure sale by the order of the 
court of common pleas of Washing- 
ton county, sitting in Equity at Equi- 
ty Docket 3-765. It further appears 
that, on May 21, 1937, an “out-of- 


existence” affidavit was filed for the 
railway company with the department 
of revenue of this commonwealth. 

Under the facts as above stated, 
since the railway company did not, 
on June 1, 1937, the effective date of 
the Public Utility Law, own or oper- 
ate in this commonwealth equipment 
or facilities for transporting passen- 
gers or property as a common carrier, 
it is not a “public utility” as defined in 
§ 2(17) of the Public Utility Law. 
Furthermore, since street railway op- 
erations over the crossings ceased on 
July 10, 1933, the crossing is a “dead 
crossing” and, therefore, not within 
the jurisdiction of the Commission. 
Jennings v. Public Utility Commis- 
sion (1940) 140 Pa Super Ct 569, 14 
A(2d) 882. 

All the matters and things involved 
having been fully considered, we find 
and determine that the complaint must 
be dismissed for lack of jurisdiction; 
therefore, 

Now, to wit, June 30, 1941, it is 
ordered: That the complaint of the 
Department of Highways be and is 
hereby dismissed for lack of juris- 
diction. 
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... When Grinnell Mulsifyre 


may save months of crippled service! 


It’s no easy matter, these days, to get 
replacements or repairs of any oil trans- 
former, generator or circuit breaker that 
“goes up in smoke”, Delays created by 
equipment makers’ defense business may 
mean grief to you. 

Handicaps like this to your production 
facilities can now be prevented by equip- 
ping all oil-bearing devices with Grinnell 
Mulsifyre . . . an original development by 
the pioneers of automatic sprinkler fire 
Protection. It “kills” oil fires with water! 

The instant a Mulsifyre System is turned 





GRINNELL 


on, either manually or automatically, a 
driving spray of water strikes the oil... 
churns the surface into a non-flammable 
emulsion . . . snuffs out fire in a matter of 
seconds, to block any major damage. Simple 
... fast... positive! Within a few hours, 
the emulsion breaks down, separating the 
oil, unimpaired, from the water. 

Write for detailed folder on this remark- 
able fire protection system. Grinnell Co., 
Inc., Executive Offices, Providence, R. I. 
Branch offices in principal cities of the 
United States and Canada. 





Automatic Sprinkler Fire Protection 
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Commonwealth Edison 
To Enlarge Capacity 


ip keep ahead of expanding national defense 
power demands, Commonwealth Edison 
Co. is adding another 50,000 kilowatts of gen- 
erating capacity to the program previously 
prepared for 1941, 1942, and 1943. 

An additional turbo-generator of 50,000 kilo- 
watts capacity will be installed at the Dixon, 
Ill., plant of the Illinois Northern Utilities Co., 
a subsidiary, raising the capacity of that plant 
to 68,500 kw. The new unit will cost about 
$6,000,000, and its completion is scheduled for 
December, 1943. 


$4,000,000 Expansion Planned 
by Wisconsin Utility 


rane Grover C. Neff of Wisconsin 
Power & Light Co. announced recently that 
his company is planning to expand its exist- 
ing Beloit plant on the Rock River in southern 
Wisconsin by the addition of two new 20,000- 
kw. turbines and two boilers. Cost of the proj- 
ect is expected to be about $4,000,000. 


Gulf States Utilities Plans 
$2,300,000 Construction 


6 hm Gulf States Utilities Company will 
begin construction shortly on a 25,000- 
kilowatt addition to its power plant in Baton 
Rouge, La., costing a minimum of $2,300,000. 
This addition will raise the plant’s steam pro- 
duction 500,000 pounds hourly to a total of 
3,300,000 pounds. 

H. C. Leonard, vice-president of the firm, 
said the addition was made necessary by the 
rapidly expanding industries in the Baton 
Rouge area, where more than $32,000,000 in 
industrial expansions have been announced 
during the past year and a half. 

The expansion of the Gulf States steam and 
electric generating station in North Baton 
Rouge covered in the new project includes in- 
stallation of a high-pressure steam boiler with 





DICKE TOOL CO., Ine. 
DOWNERS GROVE, ILL. 
Manufacturers of 
Pole Line Construction Tools 
They’re Built for Hard Work 











iH Industrial Progress 


Selected information about manufacturers, new prod- 
ucts, and new methods. Also news on utility expansion 
programs, personnel changes, recent and coming events. 








500,000 pounds of steam per hour capacity. 

Present power capacity of the plant is 88,500 
kilowatts, which the expansion will increase 
to the 108,500 kilowatt rating, the vice-presi- 
dent added. 


¥ 


Equipment Notes 


Anchor Type Elastic Stop Nuts 


Following the successful use of anchor type 
nuts in aircraft construction, Elastic Stop Nut 
Corp., Union, N. J., now offers these nuts for 
blind-mounting applications on general indus- 
trial equipment. 

Designed to provide vibration-proof fasten- 
ings for removable plates used to cover hand 





Designed for Blind-Mounting Applications 


holes, access and inspection openings, and for 
other blind mount attachments, anchor nuts are 
permanently riveted to the inside of the struc- 
ture. The bolts, which are inserted from the 
outside, pass first through the removable plate, 
thence through the structure into the stationary 
nuts. 

A further explanation of the Elastic Stop 
self-locking principle, and a complete listing 
of the anchor nuts, are contained in a fully 
illustrated catalog which will be sent upon 
request to the manufacturer. 


Highest Pressure Turbine Expected 
to Set Record 


| gemahne aecatg surpassing that of any other 
installation in the United States from the 
standpoint of economy is anticipated for a tur- 
bine-generator recently placed in service at the 
Twin Branch steam-electric station of the Ind- 
iana & Michigan Electric Company, near 
South Bend, Indiana. 4 

Built by the General Electric Company at 
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SPECIALIZED MACHINES 
CUT COSTS FOR YOU 


The plant of The American Coach & Body 
Co. is the largest in the country specializ- 
ing in making standard equipment for 
public utilities. The equipment of this 
plant is most highly specialized to produce 
better built bodies at lower costs. With 
this advantage, American is ‘able to offer 
all that is best in utilities equipment at 
prices that afford topmost values. Whether 
your call be for bodies of standard or 
special construction, be assured that 
American can build them better. 


Line Construction 


BOSGSCRReeneeeeeeEES 


THE 


COACH AND BODY CO. 














Heavy-Duty Pole Trailer 











AMERICAN 


Public Utilities Equip- 
ment includes 


Line Construction Bodies 
Maintenance Bodies 
General Service Bodies 
Meter Bodies 


Street Light Patrol 
Bodies 


Pole Trailers 
Cable Splicing Trailers 
Winches 
Power Take Offs 
Pole Derricks 


Reels and Associated 
Accessories 


Write for descriptive 
literature. 





Woodland Ave. at E. 93rd St., Cleveland, Ohio 
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Equipment Notes (Cont'd) 


its Schenectady, N. Y., Works, the turbine- 
generator is designed to use steam at an initial 
pressure of 2300 Ib. per sq. inch, the highest 
ever used in an electric utility generating sta- 
tion in this country. This exceeds by 900 
pounds the previous highest pressure for cen- 
tral station turbines used by two G-E machines 
put in operation by the Pacific Gas & Electric 
Company within the past year. 

The 2300-pound Indiana & Michigan instal- 
lation is a cross-compound unit with an ag- 
gregate rating of 76,500 kilowatts. The high- 
pressure turbine of the set, which operates at 
3600 rpm, uses steam at an initial temperature 
of 940 F, resuperheated to 900 F for the low- 
pressure turbine operating at 1800 rpm. 


Electrolytic Conductivity Measurements 


Industrial Instruments, Inc., Jersey City, 
N. J., has developed a conductivity bridge 
which measures specific resistance of elec- 
trolytes from .2 to 2,000,000 ohms. Accuracy 
of measurements comes within 1 per cent ex- 
cept for extreme ends of calibration, and is 
entirely independent of line voltage variations. 
Accurate readings are facilitated by a scale 
length of about 14 inches, with five ranges or 
a total of 70 linear inches of calibration. 

The conductivity bridge plays an important 
role in the checking of distilled water for 
purity. Likewise in checking dissolved solids 
concentration of tap water, the routine ex- 
amination of boiler feed water and condensates, 
determining acidity or alkalinity by conducto- 
metric titration, controlling water used in va- 
rious processes where special characteristics 
are desired, and checking the uniformity of 
mineral waters. 

The manufacturer also points out that of 
course the conductivity bridge can be used as 
a standard Wheatstone Bridge for conven- 
tional electrical work such as checking carbon 
and wire-wound resistors, calibrating rheo- 
stats and potentiometers, checking leakage, and 
so on. 


Pennsylvania Transformer Company’s 
New Rotating Tap Changer 


Pennsylvania Transformer Company has de- 
signed a new improved Tap Changer which 
will be available on all distribution transform- 
ers. This new Tap Changer, made of white 
porcelain, permits greater visibility. All tap 
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positions are marked with black enamel figures 
on white, thus eliminating any possibility of 
making the wrong connections. 

Engraved on the black bakelite handle knob 
is a white arrow, which points to the position 
the Tap Changer is in. The knob is designed 
to permit a good hand and finger grip. 

The contact points of the Tap Changer are 
mounted upon raised bosses. This allows addi- 
tional creepage between adjacent stationary 
contact points. All live parts of the leads are 
recessed into the porcelain body of the Tap 
Changer so as to obtain greater creepage dis- 
tance between adjacent leads. For added pro- 
tection these leads are insulated with varnished 
cloth tubes. 

There are two studs on each side of the Tap 
Changer. These serve to make the connection 
between the high voltage leads from the coil 
and the line leads coming through the bush- 
ings. They are also numbered in black and 
white. 
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Catalogs and Bulletins 
Outdoor-Type Transformer Booklet 


A new bulletin describing General Electric’s 
complete line of outdoor-type current and po- 
tential transformers of 15 kv and below, is now 
available. The booklet is attractively and con- 
veniently made up with accordion-fold pages, 
which allow insulation characteristics, accuracy 
classifications, ratings, and prices of the va- 
rious units to be seen at a glance by spreading 
the contents out flat. 

All transformers listed conform to the pro- 
posed American Standards Association insu- 
lation requirements. Designated GEA-3650, 
the bulletin is available from the General 
Electric Company, Schenectady, N. Y. 


Safety Equipment Catalog 


A new 111-page safety equipment catalog 
has just been published by American Optical 
Company of Southbridge, Mass., manufac- 
turers for more than a hundred years of prod- 
ucts to protect and conserve eyesight. Complete 
protection from head to ankles is provided by 
the safety items described which include in- 
dustrial goggles, Calobar lenses, Super Armor- 
plate lenses, welding lenses, welding plates, 





Pennsylvania Tap Changer 
Permits Greater Visibility 
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SHORT HANDED ? 
a 


oy: i re) These days, trained help gets scarcer 


and work is still more pressing— 
1) i i} | @) yet good management needs and de- 
mands more complete data, quicker. 


M i RACLE M ETHODS 5 What to do? Thousands have found 


the answer in Ditto methods. 
With Ditto in charge of your 
accounting, payroll, production, 
engineering, purchasing, routines 
and accumulative reports, NOTH- 
BE PREPARED! ING EVER IS RE-WRITTEN. Hu- 
2 man and machine error are impos- 
Be informed! Send for stud- ; as 
ies, forms.and manual of sible. The wanted data is complete. 
methods in actual use, prov- The routines go through, as a rule, 
ing Ditto’s speed and econ- ‘ ‘ , 
omy!...DITTO,Inc., 646 in half the time. ... And that’s the 
OakleyBlvd.,Chicago,U.S.A. answer to today’s needs!... Get 
the answer! Mail the coupon now 
—while you’re thinking about it. 





















. DITTO, Inc. 

1 646S. Oakley Bivd., Chicago 

~ Gentlemen: Without obligation please send me: 

8 ( ) New Ditto Machine Data 

§ ( ) “Copies—Their Place in Business” 

- ( ) “A New Trend in Accounting—Order-Billing” 
ELATIN AND LIQUID , ( ) Arrange a Ditto demonstration for me 
ACHINES— Because 8 
itto leads, Ditto of. : ME NMG s is cdcccsciviendcecHeusecseiesdasaccesdes e 
Prs most advanced : COMO ie cecctdicccvavdedeTieitebevecndaweuage wa 
én of both gelatin MDs sca eluwncageunkevete del aeutcesmeees 
ndliquid duplicators. : 

' CR is cicace eecccdrdCOhicccucctases GAS vsic 
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Catalogs & Bulletins (Cont'd) 


welding helmets and hand shields, 
clothing, respirators, first-aid kits, etc. 

Two of the interesting features "of the cata- 
log are: (1) An eye protection guide which 
outlines in chart form industrial classifications, 
types of eye-hazardous jobs, and the equip- 
ment designed to provide proper protection on 
these jobs; (2) a table which gives sugges- 
tions, based on hundreds of proved applica- 
tions, for the choice of the proper shade of 
glare- -protection glass for a number of indus- 
trial jobs involving exposure to glare. 

Listed in the catalog are American Optical’s 
274 branches in principal cities throughout the 
United States and Canada. Representatives of 
these offices, as pointed out in the foreword, 
are always available for advice on any safety 
protection problem or program. Also included 
in the catalog are explanations of American 
Optical’s impact-resisting and glare-protection 
lenses. 

Copies of the new catalog will be mailed free 
of charge upon request. 


¥ 


safety 


Manufacturers’ Notes 


A. W. Jones, of Standard Gas 
Goes with O.P.M. 


Arthur W. Jones, sales promotion manager 
of Standard Gas Equipment Corporation, New 
York, N. Y., has been called to Washington 
to work with O.P.M. 

Robert E. Laffin will serve as sales promo- 
tion manager during Mr. Jones’ assignment in 
Washington. 

W. Frank Roberts, president of Standard 
Gas Equipment Corporation i is O.P.M. Coérdi- 
nator for Maryland and is also in charge of 
priorities in Baltimore. 


G-E Names Five New Vice Presidents 


Charles E. Wilson, president of the General 
Electric Company, has announced the election 
of five new vice presidents by the board of 
directors of the company. The new officers 
are: Walter R. G. Baker, Chester H. Lang, 


David C. Prince, Elmer D. Spicer, and Harry 
A. Winne. 

The new officers were elected in connection 
with a major change in the company’s organi- 
zation. Under the new setup, the company will 
have four major operating departments: Ap- 
pliance and Merchandise, under Vice Presi- 








dent Hardage L. Andrews; Radio and Televi- 
sion, under Vice President Baker, Lamp, un- 
der Vice President Joseph E. Kewley; and the 
Apparatus Department which, because of its 
great volume of business and diversification of 
products, will be staffed by five vice presi- 
dents, whose duties will be along functional 
lines. These vice presidents are: Mr. Lang, in 
charge of defense activities and also continuing 
as manager of Apparatus Sales; Mr. Prince, 
in charge of application engineering—Appara. 
tus Department; Earl O. Shreve, in charge of 
commercial activities, Apparatus Department; 
Mr. Spicer, in charge of manufacturing—Ap- 
paratus Department; and Mr. Winne, in 
charge of design engineering —Apparatus De- 
partment. 

Vice President William R. Burrows, former- 
ly in charge of general manufacturing opera- 
tion, and Vice President Roy C. Muir, former- 
ly in charge of general engineering operations, 
will become members of the president’s staff, 
carrying out assigned duties in these respec- 
tive fields. 


N.E.M.A. Elects Officers 


be 

George C. Thomas, Jr., president of the 
Thomas & Betts Company, Elizabeth, N. J., 
has been elected president of the National 
Electrical Manufacturers Association at the 
concluding session of the association’s annual 
convention. He succeeds Earl O. Shreve, vice 
president of General Electric Company. 

Five vice presidents elected were: H. E. 
Blood, president, Norge Division, Borg 
Warner Corporation, Detroit; Ralph Kelly, 
vice president, Westinghouse Electric and 
Manufacturing Company ; Max McGraw, pres- 
ident, McGraw Electric Company, Chicago; F. 
W. Magin, president, Square D Company, 
Milwaukee, and W. E. Sprackling, vice presi- 


dent, Anaconda Wire and Cable Company. 
Leonard Kebler, president, Ward Electric 
Company, Mount Vernon, was re-elected 
treasurer. 


J-M Constructing New Asbestos Mill 


An asbestos mill capable of processing large 
quantities of asbestos-bearing rock is now un- 
der construction on the Johns-Manville prop- 
erties in Chrysotile, Arizona, According to G 
H. Shoemaker, vice president of Johns-Man- 
ville Products Corporation, the new mill will 
be in operation early in 1942, and will at that 
time add substantially to the supply of asbestos 
fibre available in this country to meet defense 
manufacturing needs. 








For Plant a 000 Beam C.P. 
2,500 Ft. Beam 
Protection el ee E A 2 A.H.—4 Volt 
. Weight 6 Ibs. 
Maintenance Rechargeable Spotlight <i.) ‘ite 


KOEHLER MANUFACTURING C0. Marlboro, Mass. 











NOV. 20, 1941 


Mention the FortNIGHTLY—It identifies your inquiry 
































ovember 20, 1941 Public Utilities Fortnightly 


Anniglani 
TRANSFORMERS 


for every purpose 


respec- 


of the 
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ational 
at the 
annual 
ve, vice 


ys 
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ee 


Electric 
-elected 


IrrEsPECTIVE of in- 
creased production, our great- 
ly expanded facilities make 
it possible for us to render 
thorough, reliable coopera- 
tion on your problems. Let 
us help you choose the right 
transformer. 

Kva Capacities of Transformers 

defense ania 

No. 1i—12,500 No. 5—8,333 


No. 4—15,000 No. 3—6,667 
No. 2—3,000 No. 6—8,125 


TRANSFORMER COMPANY 


es 808 RIDGE AVE., N. S., PITTSBURGH, PA. 
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Manufacturers’ Notes (Cont'd) 


The asbestos fibre found at Chrysotile is par- 
ticularly valuable in the manufacture of filters, 
woven asbestos materials, asbestos paper, many 
types of asbestos-cement products, and as 
fillers in asphalt tile and moulding com- 
pounds. The recent development of a special 
milling process by Johns-Manville engineers 
has made possible the utilization of this 
Arizona fibre, heretofore a marginal operation. 

Continuous experimentation at J-M’s re- 
search laboratories in Manville, N. J. resulted 
recently in the construction of a complete pilot 
mill with an entirely new process, which will 
allow the fullest use of Arizona’s valuable 
asbestos deposits. Based on this development 
a large mill is now being built at Chrysotile, 
while explorations and tests are going on pre- 
paratory to expanding the mine itself. 


Manning, Maxwell & Moore Appointment 


The appointment of Earl C. Maund in a 
sales and engineering capacity at their Chicago 
office, has been announced by Manning, Max- 
well & Moore, Inc., of Bridgeport, Conn. Mr. 
Maund’s engineering services will cover the 
products of Consolidated Safety Valves, Han- 
cock Valves, American Instruments and Ash- 
croft Gauges. 

Mr. Maund was formerly in an engineering 
capacity with the Sinclair Refining Company 
at East Chicago, Indiana, and with the Cities 
Service at Shreveport. 


G-E Appointments 


Charles A. Brewer, since 1938 the executive 
assistant to the head of General Electric’s ap- 
pliance and merchandise department at Bridge- 
port, Conn., has been appointed manager of 
distribution services succeeding H. K. Smith. 
The new position entails reviewing the rela- 
tions and activities of all existing distributors 
of both the company’s appliance and mer- 
chandise department and its air conditioning 
and commercial refrigeration department, and 
the consideration of distribution changes. The 
commercial research section, including market 
analyses, field surveys, consumer research, sta- 
tistics and quotas, and business forecasting 
will also come under the supervision of Mr. 
Brewer. 

The appointment of R. I. Parker as assistant 
district manager of the General Electric Com- 
pany’s Central District has been announced by 
W. O. Batchelder, commercial vice president. 
Mr. Parker, a native of Kansas City, is thor- 
oughly acquainted with power and light prob- 





70 MASTER-LIGHTS 
® Electric Portable Hand Lights. 
© Repair Car Spot and Searchlights. 
@ Emergency (Battery) Floodlights. 
CARPENTER MFG. CO. 


179 Sidney St., Cambridge, Mass. 
MASTER-LIGHT MAKERS 














lems of the Chicago district, having worked 
in that vicinity since 1919 

In his new capacity as assistant manager of 
the company’s Central District, Mr. Parker 
will continue to handle responsibilities of the 
Central Station Department. 

W. J. Dorworth has been appointed assistant 
district manager of the General Electric Com- 
pany’s Atlantic district according to an an- 
nouncement by C. K. West, commercial vice 
president. Mr. Dorworth assumed his new 
duties on October 1st. 

In his new position Mr. Dorworth will con- 
tinue to be responsible for the Industrial De- 
partment Sales of the Atlantic District. 


Motion Pictures On Operation of a Lathe 


To speed up the training of lathe operators 
for national defense industries, the South Bend 
Lathe Works has sponsored the production of 
a series of 16 mm. sound motion pictures in 
full color based on the book “How to Runa 
Lathe.” These pictures show practical shop 
methods as practiced in modern industrial 
plants. Showing time for each of the two 800 
ft. reels now completed is approximately 20 
minutes. 

The first reel entitled “The Lathe” clearly 
shows the apprentice what a lathe is, what a 
lathe is for, and how the various parts op- 
erate. Important lathe operations, including 
turning, facing and thread cutting, are dem- 
onstrated. The second reel, “Plain Turning,” 
shows in detail each operation performed in 
the machining of a straight cylindrical shaft 
between the lathe centers. Close-ups show lo- 
cating and drilling of center holes, adjustment 
and setting of cutting tools, use of cross feed 
graduations, use of calipers and micrometers, 
use of quick change gear box, changing speeds, 
and operation of the lathe carriage and apron. 

Complete information on securing the use of 
these films can be had from the South Bend 
Lathe Works, Dept. 6Y, South Bend, Ind. 


G-E Turbine Division Changes 


Consolidation of the Mechanical Drive and 
Turbine-generator Sections at General Elec- 
tric’s Lynn River Works has been announced 
by C. S. Coggeshall, manager of the company’s 
Turbine Division. J. L. Kerr is named man- 
ager of sales of the consolidated Lynn section, 
with L.. D. Whitescarver, formerly a turbine 
specialist in the company’s Atlantic District, as 
general assistant. 

All of the company’s business in land and 
marine turbines rated at 7500 kilowatts and 
less will be handled through the Lynn section, 
as well as mechanical drive turbines and gen- 
erator sets of 400 kilowatts and less. 


Frank Rowe Retires 


Frank W. Rowe, general purchasing agent 
of Johns-Manville Corporation for 23 years 1s 
among the first to retire under the companys 
new retirement plan, it was announced recent- 
ly. Mr. Rowe’s retirement was announced 
with those of eleven other veteran employees 
in plants and offices throughout the country. 
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They're GEARED TO HAULAGE LEADER- 
SHIP forthe Defense Program— these massive, 
long-lived Chevrolet trucks for ‘42... . 
That’s why they have the strongest appeal 
among buyers who want powerful, depend- 
able, economical trucks capable of HAUL- 
ING EVERYTHING AMERICA NEEDS... . 
Choose Chevrolets and you'll own the 
trucks that are geared to "stand the gaff” 
of these hard-working, fast-moving times! 
TO AID DEFENSE PLANS— 


RETURN YOUR MOTOR 
TRUCK INVENTORY CARDS 


"THRIFT-CARRIERS FOR THE NATION” 


CHEVROLET MOTOR DIVISION, General Motors Sales Corporation, DETROIT, MICHIGAN 
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MUKE ELEULKIUC HEAL 














HERE'S ANOTHER ARM 


, CHROMALOX 


ELECTRIC 
CIRCULATION 
HEATERS 
effect fuel oil economy 


by preheating the oil 
before burning. This 
permits the use of 
heavier, lower cost 
oils, richer in B.T.U. 
The units are easily 
installed in a fuel oil 
line, and are widely 
used in industry. They 
represent just one 
more way in which a 
utility can suggest to 
its industrial custom- 
‘ers new methods of 
increasing efficiency. 


ON THE MARCH 


Marching steadily into front line positions in defense i 
dustries, Chromalox electric heating units are playing 3 
important part in the Battle of Production. 


These quickly installed units are speeding output eve 
where, showing shop executives, new effective ways 
provide the heat that industry needs in a multitude 
operations. 


Chromalox units in type, size, capacity and form for evel 
conceivable industrial heating requirement, backed | 
skilled Wiegand electric heating engineers located 
twenty-eight leading centers, whose cooperation helps y¢ 
to increase the productive capacity of your industri 
customers. 


Call the local Chromalox representative, or write us dired 


EDWIN lL. WIEGAND COMPAN 


7500 THOMAS BLVD. PITTSBURGH, PE 


CHROMALOX 
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—ASSISTED IN MANY WAYS BY EXIDE BATTERIES 





defense i | industrial plants all over the nation Exide 
playing 4 Batteries, furnishing power to tens of thou- 

sands of electric trucks, are speeding up the 
tput every handling of steel and raw materials of every 
ye ways description. In coal and metal mines, Exide- 
wultitude equipped locomotives are helping bring out the 

fuel and ore so necessary to our national defense 
m for eve program. 


backed 1 
located 


Among America’s utility companies Exides are 
1 helps yd 10 g rendering other important services — operating 
- industri Xi circuit breakers, furnishing emergency sources of 
Ex S lighting, safeguarding communication systems, 

te us dired BATTERIE cranking and lighting trucks, cars and buses. 


IP AN Public utility and privately operated plants 
everywhere have turned to Exides wherever 


RGH, PE storage battery power is required. 


THE ELECTRIC STORAGE BATTERY CO. 


The World’s Largest Manufacturers of Storage Batteries 
for Every Purpose 


PHILADELPHIA 
Exide Batteries of Canada, Limited, Toronto 
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DEL 80 
e Only Machine of its Kind 
s— Backfills — Tamps— 


CLEV ELAND—MO 


Model 95 Ci 4 jewDintinetive—Diliorent Te 
Trencher for ity and performs 3 important operation 


The Ideal 
n Work—Diés Ditch 10% in pipe 
5Y, ft. in Depth tai 


CLEVELAND—"BABY DIGGER" 


n. wide—To 
—Compact—Fast and Flexible 


ITH the two “ 
“CLEVEL 
money on your t VELANDS” illust 
WO ier igot of earth tmped. breaking of ground tothe 
° » time-pr x round to th 
tei to ee aaa cones fast, flexible ‘ ’ 
b Fogg and abundantl nd the job, easy to » streamlined for light 
with le qualities that pa Taco g these “CLEVELANI gear 
h least “times-out” ou to get reas DS” h : 
Write today. es-out” and at lowest Sos’ Whcch Po the ground ce ee 
ay—get the details— 





a 
TH ¥ P Y 


G 
“Pionee 
201 neer of f¢ 
00 ST. CLAIR AVENUE oe Geet vee 
CLEVELAND, © 
, OHIO 
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ad Check OF BTU CONTENT AT ANY POINT 
GUM ALONG THE LINE WITH 

Ll ; 

— CONNELLY CALOROPTIC 








Under the peak loads imposed by present day produc- 
tion schedules, close control of BTU content is essential. 

The Connelly Caloroptic provides constant visual read- 
ing in BTU without any log, corrections or calculation. It’ 
can be installed in a permanent position or used portably, 
making it a simple matter to make spot checks of BTU 
value at any point in the manufacturing and distributing | 
system. 

This constant visual indication of BTU content results in 
increased production, protecting against excessive varia- 
tions in gas quality. In actual use in leading gas plants of 
the country, the Connelly Caloroptic has proved conclu- 
sively that direct savings effected by its use will pay its 
initial cost many times during the first year. 


CONNELL 


Write for 
illustrated bulletin 


IRON SPONGE & GOVERNOR CO. 


CHICAGO, ILL. ELIZABETH, N. J. 
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SANGAMO ELECTRIC COMPANY 
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A TELEPHONE RATE CASE 


by 


Edward Devereux Smith 


(Recently retired Vice President 

and General Counsel, Southern 

Bell Telephone & Telegraph Com- 
pany, Atlanta, Georgia) 





The Outstanding Book of the 
Decade 


- - = how to set up a rate case 
- « « the factual and practical approach 
- - = logical and authoritative 


This is a book for those who prepare the facts and statements for 
rate cases—the executive, accountant, engineer and rate expert; it is also 
a book for the lawyer who presents the evidence and conducts the pro- 
ceeding. 


Here, in 223 pages, are condensed the knowledge and experience 
acquired in a life-time career of rate practice—all for $5.00. 


DO NOT MISS THIS BOOK 


PUBLIC UTILITIES REPORTS, INC. 


MUNSEY BUILDING | WASHINGTON, D. C. 
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—Trucks, too, must 
serve longer! 


























you need the extra depend- 
ability of quality-built 
Dodge Job-Rated Trucks 


* 
Now... More Power, too! 


IN DODGE 
1% -TON 


Horsepower § TRUCKS 


29}: rn 


Horsepower 9 SPECIAL 


BECAUSE OF 
a CORPORATION 
ENGINEERING 


extra dependability and extra powe 
are needed! Dodge gives you all thre 
in super-powered Job-Rated trucks 
They’re built to deliver extra thousand 
of miles of efficient, low cost operatio 
They’re Job-Rated—from engine t 
rear axle—‘“‘sized”’ right in every fea 
ture to do the job, and to stay on t 
job. See your Dodge dealer—toda 
® e td 
DODGE PRODUCTS FOR NATIONAL DEFENS 
Command Reconnaissance Cars « Field Radio Cars « Troo 
and Cargo Motor Transports « Weapon Carriers « Ar 


Carry-Alls « Ambulances ¢ Duralumin Forgings for Bomb 
Fuselages « Parts and Assemblies for Anti-Aircraft Canno 


Prices and specifications subject to change without notice 





“DODGE fbfied TRUCKS 


% to 3-Ton Gas, and Heavy-Duty Diesel 
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| Are you KEEPING POSTED 


on public utility 
developments? 


Do you know how the latest develop- 
ments and changes affect the public 
utilities’ place in our economic 
structure? Now you can get a clear, 
understandable picture, for 


THIS NEW BOOK »> 
GIVES YOU A FULL 
AND FRESH APPRAISAL 


of problems confronting public 


utilities today — 


This book is designed to show the place 
which public utilities occupy within our 
economic structure and the special problems 
of price control service supervision, security 
regulation, etc., which the march of events 
since 1933 has brought about. 





Accepting the dominance of private owner- 
ship in all fields but water supply, the book 
is primarily an illustration of institutional 
economics. The book draws upon the litera- 
ture of 47 state and four federal commis- 
sions, one federal and 48 state judicial 
system, as well as many trade 
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Just published! 


PUBLIC UTILITY 
ECONOMICS 


By C. Woody Thompson 


Associate Professor of Economics 


and Wendell R. Smith 


Instructor in Commerce, State 
University of Iowa 


726 pages, 6 x 9, illustrated, $4.50 












and semiofficial organizations. 





Answers your questions on:— 





% USE THIS CONVENIENT ORDER COUPON 
Public Utilities Fortnightly 
Munsey Building, Washington, D. C. 


Please send me a copy of Thompson and Smith's 
PUBLIC UTILITY ECONOMICS postpaid. | enclose | 











© Public Utility Organization and Finance $4.50 in 
© Techniques of Regulation [7 cheek i eaep add C cash ! 
® The Problem of Reasonable Rates 
La Rate Making Theory and Practice Name Corer reser er eereeeeesesceseceeseeseessesereeeee 
© The Marketing of Utility Service Baie Seti cae kee ne 
® The Tennessee Valley Authority ‘ k 
© The Problem of Security Regulation REO ONG: PURTR Cis oS Se oie eek esta PERO ee 00ee | : 
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iV oes Ire NORDSTROMS” 


get 





N this day of national defense, Engineering 
Departments are giving more heed than ever 
before to valve needs. In many field ser- 


vices only Nordstroms will perform to the full 


satisfaction of engineers. The longer life of 
Nordstroms, their freedom from sticking, and 
their resistance to corrosion and erosion, pre- 
sent economy advantages as well as assurance 
of safety. 

Ask for Bulletin 


NORDSTROM VALVES NORDCO STEEL TYPE 


keep upkeep down 


MERCO NORDSTROM VALVE CO. 

cA Subsidiary of PITTSBURGH EQUITABLE METER CO. 
WORLD'S LARGEST MANUFACTURERS OF LUBRICATED PLUG VALVES; GASOLINE, OIL & GREASE METERS 
Giduches: Main Offices: 400 Lexington Ave., PITTSBURGH, PENNA. 


New York City, Buffalo, Philadelphia, Columbia, Memphis, Chicago, Kansas City, Des Moines, Tulsa, Houston, Los Angeles, Oakland. 
Canadian Licensees: Peacock Bros., Ltd., Montreal. European Licensees: Audley Engineering Co., Ltd., Newport, Shropshire, England. 
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CHECK THESE 
KINNEAR SAVINGS 


No matter what size the opening, or how heavy ty 
traffic, door costs are kept down when Kinnear Rollin 
Doors are installed. Here are some of the reasonj 
why... 





CIR Stee ee me 


They coil out of the way above the opening—si 
from damage by trucks, wind and elements. 


They’re ruggedly built of interlocking steel slat 
assuring long service under hardest use. 


Their all-steel construction gives extra protectir 
against fire, weather, rioters, thieves and trespasse 
The doors can’t sag, warp, slip or pull apart. 


Every Kinnear Rolling Door is built to fit the ope 
ing for which it is intended. This assures economic 
installation and foolproof operation. 


Kinnear Motor Operation can easily be added. Wit 
it, doors can be opened at the touch of a button, fro 
any number of convenient points. 

Kinnear Doors are backed by an established nation 
wide sales and service organization—specialists | 
doors for nearly a half a century. 

But get the complete story! Send for the new Kinne 
catalog today! The Kinnear Mfg. Company, 2060 
Fields Ave., Columbus, Ohio. 
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“i HOOSIER ENGINEERING COMPANY 





new Kin CHICAGO 46 SO. 5TH ST., COLUMBUS, OHIO NEW YORK 
any, 20604 Canadian Hoosier ec i Company, Ltd. 
on 


ERECTORS OF TRANSMISSION LINES 
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PROFESSIONAL DIRECTORY 


® This Directory is reserved for engineers, account- 
ants, rate experts, consultants and others equipped to 
serve utilities in all matters relating to rate questions, 
appraisals, valuations, special reports, investigations, 
financing, design and construction. 
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THE AMERICAN APPRAISAL GOMPANY 


INVESTIGATIONS, APPRAISALS AND STUDIES 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 


and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 
PHILADELPHIA 


PACKARD BUILDING 








evox FOLD, Bacon s Davis, anc. sare case 


CONSTRUCTION Enai APPRAISALS 
OPERATING COSTS ngincers INTANGIBLES 
VALUATIONS AND REPORTS 


NEW YORK PHILADELPHIA WASHINGTON CLEVELAND OHIOAGO 








J. H. MANNING & COMPANY 


120 Broadway Field Building 
New York ENGINEERS Chicago 
Business Studies Purchase—Sales Valuations 
New Projects Management Reorganizations 
Consulting Engineering Mergers 
Public Utility Affairs including Integration 











SANDERSON & PORTER 
ENGINEERS AND CONTRACTORS 
Design and Construction of Industrials 
and Public Utilities. 
Reports and Appraisals in Connection 


With Management Problems, Financing, Reorganization. 
New York San Francisco 
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PROFESSIONAL DIRECTORY (continued) 





Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—Reports—Design—Supervision 
Chicago 








STONE & WEBSTER ENGINEERING CORPORATION 


DESIGN AND CONSTRUCTION 
REPORTS * EXAMINATIONS * APPRAISALS 
CONSULTING ENGINEERING 


BOSTON e NEW YORK e CHICAGO « PITTSBURGH ¢ SAN FRANCISCO e LOS ANGELES 








THE J. G. WHITE ENGINEERING CORPORATION 


ENGINEERS AND CONSTRUCTORS 


Steam Power, Hydroelectric and Industrial Plants 
Examinations, Reports and Appraisals 


NEW YORK NEW ORLEANS 








BARKER & WHEELER, ENGINEERS EARL L. CARTER 


DESIGNS AND CONSTRUCTION — OPERATING Consulting Engineer 
BETTERMENTS — COMPLETE OFFICE SYSTEMS — REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 
MANAGEMENT — APPRAISALS — RATES pe thnaflteneg th 
11 PARK PLACE, NEW YORK CITY VALUATIONS AND REPORTS 
36 STATE STREET, ALBANY, N. Y. 910 Electric Building Indianapolis, Ind. 








BLACK & VEATCH ROBERT E. FOLEY 
CONSULTING ENGINEERS 


: Erecting Engineer 
Appraisals, investigations and re- 

ports, design and supervision ef con- Telephone Lines—Rural Lines—Fire Alarms— 
struction of Public Utility Properties Transmission Lines 

4706 BROADWAY KANSAS CITY, MO. 48 Griswold St. Binghamton, N. Y. 








H. T. CANFIELD 


FRANCIS S. HABERLY 
ENGINEERING ASSOCIATES ENGINEER 
E ic and Busi Reports Appraisals—Original Cost Accounting— 
Investigations, Valuations, Cost Studies, Rates PP sd ae 
Regulatory Pielitodia and Proceedings Rates—Dep reciation—Trends 


61 BROADWAY NEW YORK 122 SoutH Micuican AvENvE, CHIcAco 
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JACKSON & MORELAND 


ENGINEERS 






PUBLIC UTILITIES—INDUSTRIALS 
RAILROAD ELECTRIFICATION 
DESIGN AND SUPERVISION—VALUATIONS 
ECONOMIC AND OPERATING REPORTS 


NEW YORK 


BOSTON 





SLOAN & COOK 
CONSULTING ENGINEERS 


120 SOUTH LA SALLE STREET 
CHICAGO 


Appraisals—Original Cost Studies 




















JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 


Appraisals - Investigations - Reporte 
in connection wit! 
rate inquiries, depreciation, fixed capital 
reclassification, original cost, security issues. 





J. W. WOPAT 


Consulting Engineer 
Construction Supervision 


Appraisals—Financial 
Rate Investigations 


1510 Lincoln Bank Tower 











Representation in this Professional Directory may be obtained at very 
reasonable rates. Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 


Munsey Building 


Washington, D. C. 











SPRAGUE COMBINATION METER-REGULATOR 








LATEST ACHIEVEMENT 
IN 
GAS MEASUREMENT AND 
CONTROL. 


For Manufactured, 


Natural and Butane Service 


Write for bulletin. 


THE SPRAGUE METER CO. 


Bridgeport, Conn. 
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Depreciation, Financial, and Other Investigations 








Fort Wayne, Indiana 
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SAVE 50% 
— 








IN TIME AND MONEY WITH 





te THE ONE-STEP METHOD 


’ 















Indiana 

y 

“a OF BILL ANALYSIS 

R W HAT effect is the national defense program having on your bill dis- 


tribution? Analysis of customer usage data will provide the answer to 
this important question. In addition to a knowledge of the existing situation, 
certain trends may be disclosed, a knowledge of which may be of considerable 
importance to you under circumstances where the picture is rapidly changing. 


The One Step Method of Bill Analysis is ideally suited to meet the needs 
of this problem. It does away with the necessity for temporarily acquiring, 
training and supervising a large clerical force. Our experienced staff plus our 
specially designed Bill Frequency Analyzer machines can turn out the job in 
a few days and at the cost of only a small fraction of a cent per item. 


We will be glad to tell you more in detail about this accurate, rapid and 
e economical method for obtaining a picture of your customer usage situation. 
Write for a copy of the booklet “The One Step Method of Bill Analysis.” 





Recording & Statistical Corporation 





! 
0. Utilities Division 
102 Maiden Lane, New York, N. Y. 
Boston Chicago Detroit Montreal Toronto 
oe Se NO 
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INDEX TO ADVERTISERS 


ce Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 


A 


American Appraisal Company, The 
American Coach & Body Co., The 


B 


*Babcock & Wilcox Co. 
Barber Gas Burner Company, The 

Barker & Wheeler, Engineers ...................-.-.-000-00-0--- 55 
Bayer Company, The 18 
Black & Veatch, Consulting Engineers 

Brown, L. L., Paper Co. 23 
Burroughs Adding Machine Co. .....................-..-..--- 13 











Cc 
Canfield, H. T., Engineering Associates 
Carpenter Manufacturing Company ... 
Carter, Earl L., Consulting Engineer 


Chevrolet Motor Division of General Motors 
Sales Corp. 


Cities Service Petroleum Products 
Inside Back Cover 


Cleveland Trencher Company, The ........................-. 46 
Combustion Engineering Company, Inc. 

Connelly Iron Sponge & Governor Co. ....... 
Crescent Insulated Wire & Cable Co., Ine. 





D 


Davey Tree Expert Company 

Day & Zimmermann, Inc., Engineers 
Dicke Tool Company, Inc. 
Ditto, Incorporated 
Dodge Division of Chrysler Corp. ....................-...- 49 








E 


Egry Register Company, The 

Ehret Magnesia Manufacturing Co. ........................ 19 
Electric Storage Battery Company, The 45 
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NATIONAL DEFENSE NEEDS MORE 
THAN “ELBOW GREASE!” 


industrial lubrication, as exempli- 

fied by the role of Cities Service, 
plays a vital part 

Lifeblood of the factory line is the precious 

oil that keeps the wheels of industry turning 

. «+ Spinning ever faster and faster as tanks, 


ships, planes and trucks spring from blue- 
prints into cold steel. 


In many phases of national defense, Cities 
Service’s industrial oils have been called 


wis 


upon to help deliver maximum efficiency of 
operation. 


We are honored by our selection, feeling 
that it indicates more plainly than words 
that we are qualified to meet the lubrication 
problems of industry. The vast experience 
of our Lubrication Engineers is available 
for consultation without cost. All you have 
to do is get in touch with us at any of the 
offices listed below. 


CITIES SERVICE OIL COMPANIES 


CITIES SERVICE OIL COMPANY —Chicago, New York, Cedar Rapids, 
Boston, St. Paul, Grand Forks, Kansas City, Fort Worth, Oklahoma City, Milwaukee, 


Cleveland, Detroit. 


CITIES SERVICE OIL COMPANY, LTD.—Toronto, Ontario. 


ARKANSAS FUEL OIL COMPANY-—sShreveport, Little Rock, Jackson, 
Miss., Birmingham, Atlanta, Charlotte, N. C., Nashville, Richmond, Miami. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 











A world’s largest synchronous 
motor operating from a city net- 
work is shown above. This motor drives 
an air conditioning compressor at In- 
ternational Building, Rockefeller 
Center, New York. Thousands of West- js i and nnacture, 
inghouse motors of many types and “PPlication 
sizes are in daily use throughout. the 

country in air conditioning units for 

theatres, schools, factories, restaurants, 

stores and public buildings. Westing- 

house is constantly finding new and 

improved uses for electrical equipment, 

thus making living more pleasant and 

healthful and at the same time bring- 

ing increased load to your lines. 

WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PA 
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